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DEPARTMENT  OF  HEALTH  AND 
HUMAN  SERVICES 

Health  Care  Financing  Administration 

42  CFR  Parts  405  and  418 

Medicare  Program;  Qualifying 
Conditions  and  Reimbursement  of 
Health  Care  Prepayment  Plans 

agency:  Health  Care  Financing 
Administration,  (HCFA),  HHS. 

action:  Proposed  rule. 

summary:  The  proposed  rules  set  forth 
Medicare  qualifying  conditions  and 
principles  of  reimbursement  for  prepaid 
health  care  organizations  that  furnish  or 
arrange  to  furnish  medical  and  other 
health  services  under  Part  B  of  Medicare 
and  are  reimbursed  on  a  reasonable  cost 
basis.  The  proposed  reimbursement 
principles  are  similar,  to  the  extent 
possible,  to  those  for  Health 
Maintenance  Organizations  reimbursed 
on  a  reasonable  cost  basis.  The  purpose 
of  these  proposed  rules  is  to  clarify  and 
simplify  existing  policy  and  to  assure 
uniform  treatment  of  both  types  of 
prepayment  organizations  under 
Medicare. 

OATES:  In  order  to  assure  consideration, 
comments  should  be  received  on  or 
before  December  30, 1980. 

ADDRESSES:  Address  comments  to: 
Administrator,  Health  Care  Financing 
Administration,  Department  of  Health 
and  Human  Services,  P.O.  Box  17073, 
Baltimore,  MD  21235. 

If  you  prefer,  you  may  deliver  your 
comments  to:  Room  309-G,  Hubert  H. 
Humphrey  Building,  200  Independence 
Avenue,  SW„  in  Washington,  D.C.  or  to 
Room  789,  East  High  Rise  Building,  6401 
Security  Boulevard,  in  Baltimore, 
Maryland. 

When  commenting  please  refer  to 
BPP-3-P.  Agencies  and  organizations 
are  requested  to  submit  their  comments 
in  duplicate.  Comments  will  be 
available  for  public  inspection, 
beginning  approximately  2  weeks  after 
publication,  in  Room  309-G  of  the 
Department’s  offices  at  200 
Independence  Avenue,  SW„ 
Washington,  D.C.,  on  Monday  through 
Friday  of  each  week  from  8:30  a.m.  to 
5:00  p.m.  (202)  245-7890. 

FOR  FURTHER  INFORMATION  CONTACT: 
Frank  Emerson,  301-597-2968. 
SUPPLEMENTARY  INFORMATION:  A 
prepayment  organization  may  be 
broadly  defined  as  an  organization  that 
furnishes,  or  arranges  for  furnishing, 
comprehensive  health  services  to  its 
enrollees  in  return  for  a  predetermined, 
periodic  payment. 


Section  1833(a)(1)(A)  of  the  Social 
Security  Act,  42  U.S.C.  13951(a)(1)(A), 
allows  prepayment  organizations,  under 
certain  conditions,  to  elect  to  be  paid  on 
a  reasonable  cost  basis  for  medical  and 
other  health  services  covered  by 
Medicare  instead  of  being  paid  on  a 
reasonable  charge  basis,  as  is  more 
customary  for  most  Part  B  services. 

These  proposed  rules  set  forth  for  the 
first  time  in  regulations  the  conditions 
for  coverage  and  reimbursement  for 
prepayment  organizations  that  elect  this 
option.  At  the  present  time,  group- 
practice  prepayment  plans  (GPPPs)  may 
qualify  for  reasonable  cost 
reimbursement  under  section 
1833(a)(1)(A)  on  the  basis  of 
administrative  guidelines  (see  GPPP 
Manual,  HIM-8)  which  set  only  minimal 
qualification*criteria. 

These  regulations  are  being  proposed 
because  there  is  a  need:  (1)  to  include  in 
regulations  the  qualification  and 
reimbursement  criteria  for  reasonable 
cost  reimbursement  under  section 
1833(a)(1)(A);  (2)  to  adopt  qualification 
criteria  that  more  specifically  and 
precisely  distinguish  prepayment 
organizations  eligible  for  reasonable 
cost  reimbursement  from  other  modes  of 
health  care  delivery  and  reimbursement 
and  from  health  maintenance 
organizations:  and  (3)  to  conform 
reasonable  cost  reimbursement  for 
health  care  prepayment  plans  and 
health  maintenance  organizations 
(HMOs).  The  regulations  also  are 
prompted  by  the  enactment  of  section 
1876  of  the  Social  Security  Act,  42  U.S.C. 
1395mm,  which  deals  with  the 
qualification  and  reimbursement  of 
HMOs  in  the  Medicare  program.  Prior  to 
this  provision  there  was  a  lack  of 
specificity  in  the  statutory  language  and 
little  guidance  accompanying  the 
legislative  history  regarding  prepayment 
organization  qualifications  and 
reimbursement.  With  the  addition  of  the 
Medicare  HMO  provision,  however,  and 
the  several  HMO  amendments  to  the 
Public  Health  Service  Act,  the  Medicare 
program  was  given  more  detailed 
legislative  direction  on  these  matters. 
Where  appropriate,  the  requirements  in 
these  regulations  are  consistent  with 
those  for  HMOs. 

The  Department  has  placed  strong 
emphasis  on  developing  HMOs  as  an 
alternate  health  care  delivery  system. 
Therefore,  the  decision  to  pattern  these 
amendments  after  the  cost-basis  HMO 
regulations  has  been  adopted,  in  part,  to 
aid  this  effort.  Imposing  the  same 
principles  should  facilitate  a  health  care 
prepayment  plan’s  transition  to  HMO 
status.  * 

In  addition,  by  patterning  the  proposal 
in  certain  key  respects  on  the  existing 


HMO  regulations,  we  hope  to  improve 
both  the  quality  of  care  and  the  cost 
accountability  of  prepayment 
organizations  by  imposing  stricter,  more 
specific  requirements  and  eliminating 
provisions  in  the  administrative 
guidelines  that  are  no  longer 
appropriate.  It  should  also  give  us  the 
opportunity  to  evaluate  more  accurately 
how  well  these  organizations  are 
meeting  the  objective  of  furnishing 
better  service  to  Medicare  beneficiaries. 

Terminology 

The  term  ‘‘health  care  prepayment 
plan”  (HCPP)  is  used  in  these  proposed 
regulations  to  describe  prepayment 
organizations  that  elect  to  receive 
payment  on  a  reasonable  cost  basis 
under  section  1833(a)(1)(A)  of  the  Act 
for  medical  and  other  health  services. 

The  term  HCPP  also  distinguishes 
these  organizations  from  HMOs,  which 
are  reimbursed  for  hospital,  physician 
and  other  covered  Part  A  and  Part  B 
services.  HCPPs,  on  the  other  hand,  may 
be  reimbursed  only  for  medical 
(including  physician)  and  other  health 
services  covered  under  Part  B.  Another 
important  difference  is  that  HMOs, 
unlike  HCPPs,  can  qualify  for  incentive 
payments  (i.e.,  HMOs  can  retain  a 
certain  portion  of  savings  resulting  from 
efficient  operation).  In  addition,  HMOs 
have  to  meet  a  more  comprehensive  set 
of  qualification  requirements. 

Basic  Requirements 

The  proposed  regulations  set  forth  the 
following  basic  requirements  for 
prepayment  organizations,  other  than 
HMOs,  that  wish  to  receive 
reimbursement  from  the  Medicare 
program  for  medical  and  other  health 
services  they  furnish  to  Medicare 
beneficiaries: 

(1)  Qualification  criteria  and 
reimbursement  principles  for 
prepayment  organizations  that  elect 
reasonable  cost  reimbursement  as 
HCPPs:  and 

(2)  Payment  of  other  prepayment 
organizations  on  the  same  reasonable 
charge  basis  that  is  generally  used  to 
reimburse  physicians  and  suppliers  of 
services  under  Part  B  of  Medicare. 

Qualification  of  HCPP’s 

These  proposed  regulations  broadly 
define  an  HCPP  as  an  organized  health 
care  delivery  system  that  accepts 
responsibility  for  the  organization, 
financing  and  delivery  of  health  care 
services  for  a  defined  population  on  a 
prepayment  basis.  Thus,  HCPPs  are 
distinguished  from  other  types  of  health 
delivery  systems  in  that  they  do  not 
have  a  purely  health  care  financing  role, 
or  a  purely  delivery  role.  Rather,  they 
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are  concerned  with  obtaining  and 
financing  an  assured  source  of  supply  of 
health  care  services  adequate  to  meet 
the  demands  of  their  enrollee 
populations.  The  other  basic 
distinguishing  characteristic  is  that  the 
financing  of  the  health  care  services  is 
done  on  a  prepayment  basis,  that  is,  the 
organizations  meet  the  costs  of  these 
health  care  services  through  periodic 
payments  from  plan  enrollees.  These 
periodic  payments  (premiums)  are  made 
to  the  organizations  without  regard  to 
the  frequency  or  extent  of  services 
furnished  to  any  particular  enrollee  or 
whether  the  enrollee  has  received 
services. 

The  specific  requirements  that  an 
organization  must  meet  in  order  to 
qualify  as  an  HCPP  are  set  forth  in  the 
regulations  as  a  series  of  conditions  and, 
where  appropriate,  standards  that 
expand  upon  the  conditions. 

These  conditions  relate  to:  (1)  The 
range  of  services  provided;  (2)  the 
arrangement  the  HCPP  makes  for 
covered  services  it  does  not  provide 
directly;  (3)  the  composition  of  the 
HCPP’s  physician  and  other  medical 
staff;  (4)  enrollee  access  to  services;  and 
(5)  fiscal  accountability;  (6)  and  the 
written  agreement  with  the 
Administrator. 

1.  Range  of  Services. 

The  proposed  regulations  require  that 
an  HCPP  must  provide  at  least  the 
following  services  to  its  Medicare 
enrollees:  physicians’  services;  and 
diagnostic  X-ray,  laboratory  and  other 
diagnostic  tests.  We  consider  these  to 
be  the  essential  health  services  and 
represent  the  minimum  from  among  the 
medical  and  other  health  services  Part  B 
covers  that  a  HCPP  should  offer  its 
Medicare  enrollees.  The  HCPP  may,  of 
course,  offer  other  services  covered 
under  Part  B  and  may  also  furnish 
inpatient  hospital  services  and  other 
services  Medicare  covers  under  Part  A. 
Physicians’  services  are,  of  course,  the 
core  of  services  furnished  by  health  care 
prepayment  plans.  (See  S.  Rep.  No.  404, 
Part  I,  89th  Cong.,  1st  Sess.  43  (1965).) 
Diagnostic  tests  are  also  required  to 
assure  that  physician  services  offered 
by  the  plan  are  reinforced  by  the 
availability  of  essential  diagnostic 
support.  This  requirement  would  also 
make  the  Part  B  services  required  to  be 
furnished  by  the  HCPP  regulations 
consistent  with  those  required  for 
certain  HMO’s.  (See  42  CFR  405.2005(b). 
However,  the  HCPP  may  not  receive 
payment  under  the  provisions  of  this 
regulation  for  services  furnished  by  a 
provider  of  services,  whether  covered 
under  Part  A  or  Part  B.  HCFA  will  make 
payment  for  these  services  directly  to 
the  provider  of  the  services  (hospital, 


HHA,  or  SNF)  through  its  Medicare 
fiscal  intermediary. 

2.  Provision  of  Services. 

The  proposed  regulations  provide  that 
an  HCPP  must  furnish  its  services 
through  institutions,  entities  and  persons 
approved  by  the  Medicare  program.  For 
example,  if  services  are  furnished  by 
independent  laboratories,  portable  X- 
ray  suppliers  or  end-stage  renal  disease 
facilities,  the  laboratory  or  supplier  must 
have  been  approved  as  meeting  the 
applicable  conditions  for  coverage  as 
described  in  Subparts  M,  N  and  U  of  42 
CFR  Part  405,  the  Medicare  regulations. 
Similarly,  if  an  HCPP  furnishes  services 
provided  by  a  hospital,  skilled  nursing 
facility,  home  health  agency,  or  a 
provider  of  outpatient  physical  therapy 
services,  these  providers  must  have 
approved  provider  agreements  under  the 
Medicare  program. 

These  regulations  also  require  that  for 
an  HCPP  to  qualify,  a  physician  must 
provide  medical  direction  of  the  HCPP’s 
health  care  staff.  HCPP’s  would  not  be 
required  to  have  a  physician  on  the 
premises  at  all  times  during  office  hours 
in  order  to  qualify,  nor  would  a 
physician  be  required  to  directly 
supervise  all  nonphysician  health  care 
professionals.  However,  if  a  physician 
was  not  present,  one  would  have  to  be 
available  through  direct 
telecommunication  for  consultation,  and 
to  assist  with  medical  emergencies.  This 
is  supportive  of  the  Department’s  efforts 
to  provide  basic  health  care  services  to 
medically  underserved  populations. 
These  populations  live  in  areas 
designated  as  having  a  shortage  of 
personal  health  services,  due  principally 
to  insufficient  numbers  of  physicians 
and  high  numbers  of  people  eligible  for 
Medicare  and  Medicaid.  We  have  not 
proposed  a  requirement  that  a  physician 
be  on  the  premises  for  specific  amounts 
of  time  or  how  frequently.  We  would 
like  to  receive  comments  on  the  need 
for,  and  terms  of,  such  a  requirement. 

While  some  latitude  in  physician 
direction  and  supervision  is  proposed 
for  purposes  of  the  qualifying  conditions 
for  HCPP’s,  we  must  point  out,  however, 
that  coverage  of  nonphysician  services 
under  Part  B  of  Medicare  is  limited. 
Generally,  under  current  policy,  only 
those  nonphysician  services  performed 
“incident  to  a  physician’s  professional 
service”  are  covered,  and  then  only 
when  a  physician  is  actually  present 
and  immediately  available  to  provide 
assistance  and  direction.  These  Part  B 
coverage  requirements  would  apply  to 
services  furnished  by  HCPPs  in  the 
same  way  they  apply  to  services 
furnished  by  any  health  care  fa  >ility  or 
individual  to  Medicare  beneficiaries. 


The  Department  is  reviewing  current 
policies  on  payment  for  nonphysician 
services  performed  “incident  to  a 
physician’s  professional  service".  We 
would  welcome  comments  on  the 
current  reimbursement  policy  and 
recommendation  for  change. 

Another  provision  requires  that  if  the 
HCPP  provides  covered  services  to  its 
Medicare  members  through  agreements 
with  physicians,  other  than  those 
employed  by  the  HCPP,  or  with 
suppliers  that  are  not  owned,  operated, 
or  controlled  by  the  HCPP,  the  HCPP  is 
responsible  for  insuring  that  the  services 
furnished  under  these  agreements  are 
efficient,  effective,  and  economical. 

3.  Access  to  Services. 

To-assure  that  services  can  be 

obtained  when  needed,  the  proposed 
regulations  require  that  the  specified 
minimum  range  of  covered  services 
furnished  by  an  HCPP  to  its  Medicare 
enrc'lees  must  be:  (1)  furnished  by  the 
HCPP  directly  or  under  agreements;  (2) 
available  and  accessible  to  each  of  its 
enrollees  promptly;  and  (3)  furnished  in 
a  manner  that  assures  continuity  of  each 
enrollee’s  health  care.  Additionally,  in  , 
order  to  assure  continuity  of  care,  the 
HCPP  must  maintain  an  adequate 
medical  recordkeeping  system  and  must 
assure  that  a  health  care  professional  in 
its  organization  is  responsible  for 
coordinating  each  enrollee’s  overall 
health  care. 

4.  Organization  and  Operation  of 
Services. 

The  proposed  regulations  also  require 
an  HCPP  to  have  a  fiscally  sound 
operation  and  to  meet  certain  other 
organizational  and  operational 
requirements  that  HMOs  under 
Medicare  are  required  to  meet. 

With  respect  to  fiscal  solvency,  these 
regulations  require  that  the  organization 
have  a  financial  pfan  that  demonstrates, 
among  other  things:  (1)  a  positive  cash 
flow.  (2)  the  ability  to  establish  reserves, 
and  (3)  provision  against  the  risk  of 
insolvency.  In  assessing  the  fiscal 
solvency  of  an  HCPP,  we  will  take  into 
consideration  any  Public  Health  Service 
grant  funds,  as  well  as  any  other 
revenues. 

The  other  organizational  and 
operational  requirements  that  an  HCPP 
must  meet  include  minimum  standards 
dealing  with  the  re-enrollment  of 
Medicare  beneficiaries  and  grievance 
procedures. 

These  administrative  requirements 
represent  the  minimum  we  believe 
necessary  to  provide  a  reasonable 
expectation  of  financial  stability  and  of 
the  organization’s  capacity  to  serve  its 
enrollees  in  an  efficient  manner.  They 
are  based  on  our  experience  to  date 
with  cost-based  HMOs  under  Medicare 
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and  on  generally  accepted  sound 
business  practices. 

5.  Organization  of  physician  services. 

The  proposed  regulations  provide  that 
physician  services  furnished  by  the 
HCPP  to  its  Medicare  enrollees  must  be 
furnished  through  one  of  the  following: 

(1)  employees  of  the  organization:  (2)  a 
medical  group  or  an  individual  practice 
association;  (3)  physicians  who  have 
contracted  with  the  HCPP  to  furnish 
services;  (4)  any  combination  of  staff, 
medical  group,  individual  practice 
association,  or  physicians  that  have 
contracts  with  the  HCPP;  or  (5)  an  entity 
that  for  the  first  3  years  as  an  HCPP 
would  qualify  as  a  medical  group  under 
these  regulations  but  its  physician 
members  do  not  meet  all  of  the 
requirements  for  professional  activity 
(e.g.,  time  spent  in  delivery  of  services  to 
the  HCPPs  enrollees). 

Request  for  Comments  on  Proposed 
Criteria  From  Current  Cost  Basis  Group 
Practice  Prepayment  Plans 

We  anticipate  that  all  of  the  cost  basis 
group  practice  prepayment  plans 
currently  participating  in  Medicare  will 
be  able  to  meet  the  requirements 
contained  in  these  proposed  regulations. 
However,  we  do  not  have  sufficient 
information  available  to  confirm  this. 

We  would  appreciate  receiving  from  the 
plans  comments  concerning  whether 
there  are  requirements  they  will  not  be 
able  to  meet  and,  if  so,  what  timetable 
they  think  will  be  appropriate  to  come 
into  compliance  with  these  regulations. 

Reimbursement  of  HCPPs 

1.  Reimbursement  options  for 
prepayment  organizations. 

There  are  three  reimbursement 
options  under  Medicare  for  prepayment 
organizations.  They  may  be 
characterized  as  the  HMO  option,  the 
reasonable  charge  option,  and  the 
reasonable  cost  option.  Section  1876  of 
the  Act  authorizes  the  Medicare 
program  to  provide  reimbursement  to 
HMOs  on  either  a  reasonable  cost  or  an 
incentive  basis  for  services  covered 
under  Parts  A  and  B  of  the  program. 
Section  1833(a)  provides  that,  in  general, 
reimbursement  for  items  and  services 
covered  under  Part  B  of  the  Medicare 
program  shall  be  80  percent  of  the 
reasonable  charge  for  such  items  and 
services,  after  subtracting  the 
beneficiaries'  deductibles  and  taking 
into  account  other  applicable  limitations 
under  the  law.  Section  1833(a)(1)(A) 
permits  prepayment  organizations  to 
receive  80  percent  of  the  reasonable  cost 
of  medical  and  other  health  services 
covered  under  Part  B  furnished  to  their 
Medicare  enrollees,  after  taking  into 


account  the  beneficiaries’  deductibles 
and  other  limitations. 

Organizations  qualifying  as  HMOs  are 
reimbursed  under  42  CFR  Part  405, 
Subpart  T.  Prepayment  organizations 
electing  the  reasonable  charge  option 
are  paid  according  to  administrative 
guidelines  (see  discussion  below  under 
Reimbursement  of  Other  Prepayment 
Organizations ).  These  proposed 
regulations  would  clarify  and  establish 
uniform  reimbursement  policy  for 
prepayment  organizations  that  elect  the 
option  to  receive  payment  of  reasonable 
cost  for  medical  and  other  health 
services  covered  under  Part  B. 

2.  Reimbursement  Policy  Changes. 

The  current  administrative  guidelines 
for  paying  GPPPs  offer  a  number  of 
different  methods  of  reimbursement. 

They  do  not  provide  for  reimbursement 
of  certain  costs  unique  to  prepayment 
organizations,  such  as  marketing  costs. 
On  the  other  hand,  they  do  allow,  in 
some  situations,  the  payment  of  an 
“equalization  factor”  which  is  a 
payment  for  long-range  capital  needs  in 
excess  of  budgeted  costs.  (This  payment 
is  allowed  only  if  the  premiums  the 
GPPP’s  non-Medicare  enrollees  are 
charged  includes  a  similar  amount  for 
this  purpose,) 

As  indicated  above,  we  believe  it 
desirable  to  adopt  reimbursement 
criteria  for  HCPPs  similar  to  those  for 
HMOs  that  are  reimbursed  on  a 
reasonable  cost  basis.  For  instance, 
marketing  and  certain  other  costs  that 
are  unique  to  the  prepayment  form  of 
health  care  delivery  would  now  be 
included  as  allowable  costs  for  HCPPs. 
Also,  these  regulations  would  not 
provide  for  the  payment  of  an 
equalization  factor  since  future  capital 
needs  are  not  recognized  in  the 
definition  of  reasonable  cost.  (Section 
1861(v)(l)(A)  of  the  Act  limits 
reasonable  cost  to  costs  “actually 
incurred”  in  the  efficient  delivery  of 
needed  health  services  such  as  those 
defined  in  42  CFR  Part  405,  Subpart  D.) 

3.  Reasonable  Cost  Reimbursement. 

The  reimbursement  sections  of  these 
regulations  are  patterned,  to  the  extent 
possible,  on  the  reimbursement 
regulations  for  cost-basis  HMOs  which 
follows  in  large  part,  the  principles  of 
reimbursement  for  costs  incurred  by 
providers  of  services  under  Medicare 
(see  42  CFR  Part  405,  Subpart  D).  A 
prepayment  organization  that  elects  and 
qualifies  to  receive  payment  under  this 
method  will  receive  80  percent  of  the 
reasonable  cost  of  covered  medical  and 
other  health  services  furnished  directly 
or  under  arrangements  to  its  enrolled 
Medicare  beneficiaries,  after  subtracting 
the  amount  of  any  deductibles  for  which 
its  Medicare  enrollees  are  responsible. 


Its  Medicare  enrollees  will  be  liable  for: 
(1)  amounts  required  under  Medicare  for 
deductible  and  coinsurance.  These 
regulations  follow  the  HMO  regulations 
in  regard  to  the  method  an  HCPP  may 
use  to  collect  from  its  Medicare 
enrollees  amounts  for  deductible  and 
coinsurance.  This  means  that  an  HCPP 
may  choose  to  collect  these  amounts  in 
a  number  of  different  ways  such  as  a 
premium,  membership  fee,  or  a  charge 
per  unit  of  service.  However,  regardless 
of  the  method  the  HCPP  uses,  the  total 
amount  it  collects  for  deductible  and 
coinsurance  may  not  exceed  the 
actuarial  value  of  the  deductible  and 
coinsurance  its  Medicare  enrollees 
would  have  paid  for  deductibles  and 
coinsurance  had  they  not  been  enrolled 
in  the  HCPP;  and  (2)  amounts  for 
noncovered  services. 

Payments  to  an  HCPP  will:  (1)  be 
made  monthly  on  a  per  capita  basis,  in 
accordance  with  Medicare  instructions, 
for  those  Medicare  beneficiaries 
enrolled  in  the  HCPP;  (2)  approximate  as 
closely  as  possible  the  reimbursable 
cost  the  HCPP  is  incurring  in  furnishing 
covered  Part  B  services  to  its  Medicare 
enrollees;  and  (3)  be  adjusted,  if 
necessary,  during  the  reporting  period 
(usually  1  year)  to  bring  payments  in 
line  with  its  estimated  reimbursable 
costs.  A  settlement  will  be  made 
following  the  close  of  the  reporting 
period  to  bring  interim  payments  made 
during  the  period  into  conformance  with 
the  amount  payable  under  Medicare 
rules. 

4.  Apportionment  and  Allocation  of 
Costs. 

The  proposed  regulations  also  set 
forth  specific  methods  for  allocating 
costs  among  different  departments  of 
the  HCPP,  and  for  the  apportionment  of 
an  HCPP’s  costs  between  its  Medicare 
enrollees  and  other  patients.  However, 

§  418.45(g)  and  §  418.47(d)  of  the 
proposed  regulations  permit  an  HCPP, 
subject  to  the  approval  of  HCFA,  to  use 
methods  of  cost  allocation  or 
apportionment  of  costs  which  differ 
from  those  provided  in  the  proposed 
regulation.  Because  of  the  need  for 
standardization  and  consistency  in 
HCPP  cost  reporting,  an  HCPP  which 
desires  to  use  an  alternative  method  is 
required  to  demonstrate  that  the  method 
it  proposes  to  use  results  in  a  more 
accurate  and  equitable  allocation  or 
apportionment  than  the  standard 
methods  described  in  the  proposed 
regulations. 

Section  418.45(e)  of  the  proposed 
regulations  permits  an  HCPP,  subject  to 
HCFA  approval,  to  adjust  the  statistics 
that  are  used  to  compute  the 
apportionment  of  costs  for  the  direct 
professional  services  of  physicians  and 


i 


Federal  Register  /  Vol.  45,  No.  213  /  Friday,  October  31,  1980  /  Proposed  Rules 


72541 


other  health  care  personnel.  The 
adjustment  is  made  to  reflect  differences 
in  the  time  and  complexity  of  covered 
Part  B  services  furnished  directly  or 
under  arrangements  to  Medicare 
enrollees  of  the  HCPP.  This  adjustment, 
known  as  “weighting”,  is  permitted 
since  the  direct  services  of  physicians 
and  other  health  care  personnel  vary  in 
time  and  complexity  from  patient  to 
patient,  depending  on  the  patient’s 
condition  and  other  factors.  Current 
guidelines  permit  use  of  a  standard  time 
differential  (“time  factor”)  in  the 
apportionment  of  the  costs  of  physician 
services.  This  time  factor  recognizes  the 
cost  differential  related  to  the 
expenditure  of  physicians’  time  in 
providing  services  to  patients  who  are 
65  years  of  age  or  older  as  compared  to 
the  time  spent  in  treating  younger 
patients.  However,  it  should  be  noted 
that  the  standard  time  differential, 
currently  20  percent,  is  under  study  by 
HCFA  and  may  be  modified  as  the 
results  of  studies  and  other  relevant 
data  become  available  to  HCFA. 

5.  Reimbursement  for  Provider 
Services,  and  for  Services  Furnished  by 
an  HCPP  to  Nonenrolled  Beneficiaries. 

While  the  proposed  regulations  would 
permit  an  HCPP  to  furnish  covered  Part 
B  services  to  its  Medicare  enrollees 
under  an  agreement  with  a  provider  of 
services  (i.e.,  a  hospital,  a  skilled 
nursing  facility,  or  a  home  health  agency 
and,  for  limited  purposes  of  furnishing 
outpatient  physical  therapy  or  speech 
pathology  services  a  clinic, 
rehabilitation  agency,  or  public  health 
agency),  HCFA  will  make  payment  for 
these  provider  services  directly  to  the 
provider  through  its  fiscal  intermediary, 
rather  than  to  the  HCPP. 

An  HCPP  may  furnish  covered  Part  B 
services  to  Medicare  beneficiaries  who 
are  not  enrollees  of  the  HCPP.  However, 
even  though  the  HCPP  is  being  paid  on  a 
cost  basis  with  respect  to  its  Medicare 
enrollees,  payment  for  services  to  non¬ 
enrolled  Medicare  beneficiaries  would 
be  made  to  the  HCPP  through  its  area 
Medicare  carrier  on  a  reasonable  charge 
basis. 

6.  Differences  from  Cost-Basis  HMO 
Regulations. 

As  mentioned  earlier,  the 
reimbursement  sections  of  these 
regulations  are  patterned  on  the 
reimbursement  regulations  for  cost-basis 
HMOs.  Since  HCPPs,  however,  are  not 
reimbursed  for  as  wide  a  range  of 
services  as  cost-basis  HMOs  are 
reimbursed  (see  42  CFR  Part  405, 

Subpart  T),  these  regulations  do  not 
follow  exactly  the  regulations  for  cost- 
basis  HMOs.  For  instance,  we  have  not 
included  in  these  regulations 
reimbursement  requirements  for 


services  furnished  to  an  HCPP’s 
enrollees  by  a  "provider  of  services", 
since  such  services  are  not  reimbursable 
to  HCPPs.  as  may  be  in  the  case  of 
HMOs. 

Also,  in  an  effort  to  make  these 
regulations  easier  to  understand,  we 
have  used  somewhat  different  language 
from  that  in  the  cost-basis  HMO 
regulations. 

Reimbursement  of  Other  Prepayment 
Organizations 

The  administrative  guidelines 
currently  used  by  the  Medicare  program 
(see  GPPP  Manual,  HIM-8)  for 
reasonable  charge  reimbursement  of 
prepayment  plans  have  permitted 
payment  under  a  number  of  different 
methods  (e.g.,  statistical  visit,  charges 
related  to  premium,  or  non-bill,  etc.),  not 
all  of  which  are  subject  to  the  payment 
limitations  for  reasonable  charges  set 
forth  in  42  CFR  Part  405,  Subpart  E.  The 
proposed  regulations  would  bring 
reasonable  charge  reimbursement 
completely  into  line  with  42  CFR  Part 
405,  Subpart  E.  This  is  the  same 
reasonable  charge  basis  used  to  pay 
physicians,  suppliers  and  non-hospital 
clinics.  Payment  would  continue  to  be 
made  to  these  prepayment  plans  as  is 
done  for  physician  and  suppliers 
through  the  area  Medicare  carrier. 

PART  405— FEDERAL  HEALTH 
INSURANCE  FOR  THE  AGED  AND 
DISABLED 

42  CFR  Chapter  IV,  Subchapter  B,  is 
amended  as  follows: 

1.  In  part  405.  Subpart  B,  §  405.241  is 
revised  to  read  as  follows: 

§  405.241  Payment  of  supplementary 
medical  insurance  benefits  to  prepayment 
organizations. 

A  prepayment  organization  that  has 
not  qualified  as  a  health  care 
prepayment  plan  (HCPP)  or  health 
maintenance  organization  (HMO)  will 
be  paid  through  its  Medicare  carrier,  for 
Part  B  services  furnished  to  its  Medicare 
enrollees,  on  the  basis  of  reasonable 
charges  in  accordance  with  §  405.240 
and  §  405.251.  These  organizations  will 
be  paid  80  percent  of  reasonable  charges 
after  subtracting  their  enrollees’ 
deductible  amounts  and  taking  the  other 
limitations  under  Part  B  into 
consideration.  (See  42  CFR  Part  418  for 
definition  and  reimbursement  of  HCPPs. 
See  42  CFR  Part  405.  Subpart  T,  for 
definition  and  reimbursement  of  HMOs.) 

2.  A  new  Part  418  is  added  to  read  as 
follows: 


PART  418— HEALTH  CARE 
PREPAYMENT  PLANS 

Subpart  A— General  Provisions 

Sec. 

418.1  Scope  of  part. 

418.2  Definitions. 

Subpart  8— Qualifying  Conditions 

418.21  Basic  requirements. 

418.23  Agreement  with  the  Administrator. 

418.24  Termination  of  agreements. 

418.25  Operating  experience.  * 

418.27  Range  of  services. 

418.29  Provision  of  services. 

418.31  Access  to  services. 

418.33  Organization  and  operation. 

Subpart  C — Reimbursement 

418.41  General  principles. 

418.43  Allowable  costs. 

418.45  Cost  apportionment. 

418.47  Financial  records,  statistical  data, 
and  cost  finding. 

418.49  Interim  per  capita  payments. 

418.51  Final  settlement. 

Authority:  Sections  1102. 1833(a)(1)(A). 

1861  (v)  and  1871  of  the  Social  Security  Act.  42 
U.S.C.  1302,  13951(a)(1)(A),  1395x(v)  and 
1395hh. 

Subpart  A— General  Provisions 

§418.1  Scope  of  part. 

(a)  Basis.  This  part  is  based  on 
section  1833(a)(1)(A)  of  the  Social 
Security  Act,  42  U.S.C.  13951(a)(1)(A) 
which  provides  that,  under  certain 
conditions,  an  organization  that 
furnishes  or  makes  available,  on  a 
prepayment  basis,  medical  and  other 
health  services  covered  by 
Supplementary  Medical  Insurance  (Part 
B  of  the  Medicare  program)  may  elect  to 
be  reimbursed  on  the  basis  of 
reasonable  costs,  rather  than  reasonable 
charges. 

(b)  Purpose.  This  part  specifies  the 
qualifying  conditions  that  an 
organization  described  in  paragraph  (a) 
of  this  section  must  meet  in  order  to  be 
reimbursed  on  a  reasonable  cost  basis 
under  section  1833(a)(1)(A)  of  the  Act, 
and  the  rules  under  which  HCFA  will 
determine  reasonable  cost 
reimbursement.  Such  an  organization  is 
referred  to  in  this  part  as  a  health  care 
prepayment  plan  (HCPP). 

§  418.2  Definitions. 

As  used  in  this  part,  unless  the 
context  indicates  otherwise: 

“Act"  means  the  Social  Security  Act. 
“Administrator"  means  the 
Administrator  of  the  Health  Care 
Financing  Administration,  or  a  HCFA 
official  or  employee  with  authority  to 
act  on  the  Administrator’s  behalf. 

“Beneficiary"  means  an  individual 
enrolled  in  Part  B  of  the  Medicare 
program. 
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"Coinsurance”  and  “Deductible” 
mean  the  amounts  a  Medicare  enrollee 
of  an  HCPP  incurs  for  covered  Part  B 
services  as  described  in  §§  405.240, 
405.243,  405.245  and  405.246  of  Part  405. 

42  CFR  418.41(e)  describes  the  manner 
in  which  these  payments  will  be  made. 

"Covered  Part  B  services”  means 
items  or  services  specified  in  §  418.27, 
and  any  additional  medical  and  other 
health  services  that  the  HCPP  furnishes 
to  its  Medicare  enrollees. 

“Deductible” — See  definition  of 
"Coinsurance"  and  “Deductible." 

"General  instructions”  means 
manuals  and  other  written  guide 
materials  for  the  Medicare  program 
issued  by  HCFA. 

"HCFA"  means  the  Health  Care 
Financing  Administration. 

“Health  Care  Prepayment  Plan  ! 
(HCPP)"  means  an  organization  that: 

(1)  Is  responsible  for  the  organization, 
financing  and  delivery  of  covered  Part  B 
services  to  a  defined  population  on  a 
prepayment  basis; 

(2)  Elects  to  be  reimbursed  on  a 
reasonable  cost  basis;  and 

(3)  Meets  the  qualifying  conditions, 
including  the  agreement  with  the 
Administrator,  specified  in  Subpart  B  of 
this  part. 

“Health  maintenance  organization" 
means  a  health  care  delivery 
organization  that  furnishes  services 
covered  under  both  Part  A  and  Part  B  of 
Medicare  in  accordance  with  section 
1876  of  the  Act  (42  U.S.C.  1395mm)  and 
Part  405,  Subpart  T  of  this  subchapter. 

“Individual  practice  association” 
means  a  partnership,  corporation, 
association,  or  other  legal  entity  that: 

(1)  Furnishes  medical  items  and 
services  primarily  through  physicians 
who  practice  in  their  individual  offices 
and  who  are  reimbursed  in  accordance 
with  a  compensation  agreement 
established  by  the  association;  and 

(2)  Meets  the  requirements  of 
§  418.29(e). 

“Medical  group”  means  a  partnership, 
corporation,  association,  or  other  legal 
entity  that  furnishes  medical  items  and 
services  primarily  through  physicians 
who: 

(1)  Generally  share  facilities  and 
substantial  portions  of  major  equipment 
and  professional,  technical,  and 
administrative  staff; 

(2)  Are  usually  reimbursed  on  other 
than  a  fee-for-service  basis;  and 

(3)  Furnish  their  services  in  the 
manner  specified  in  §  418.29(d). 

"Medical  and  other  health  services” 
means  items  and  services  covered  under 
section  1861  (s)  of  the  Act  (see  Subpart  B 
of  Part  405  of  this  subchapter). 


"Medicare  enrollee”  means  an 
enrollee  of  an  HCPP  who  is  a 
beneficiary  under  Part  B  of  Medicare. 

“Part  A"  means  the  Hospital 
Insurance  Program  for  the  Aged  and 
Disabled  under  title  XVIII  of  the  Act. 

“Part  B”  means  the  Supplementary 
Medical  Insurance  Program  for  the  Aged 
and  Disabled  under  title  XVIII  of  the 
Act. 

“Provider  of  services”  means  an  entity 
as  defined  in  section  1861(u)  of  the  Act 
(42  U.S.C.  1395x(u)  and  in  §  405.605  of 
Part  405  of  this  subchapter. 

"Reporting  period”  means  the  period 
specified  by  HCFA  for  which  an  HCPP 
must  report  its  costs  and  utilization. 

"Services  furnished  directly  by  the 
HCPP”  means  covered  Part  B  services 
which  the  HCPP  furnishes  its  enrollees 
directly  through: 

(1)  Physicians  and  other  health  care 
personnel  who  are  employees  of  the 
HCPP; 

(2)  A  group  of  physicians,  a  medical 
center  or  other  facility  (other  than  a 
provider  of  services)  that  is  related  to 
the  HCPP  by  common  control  or 
ownership;  or 

(3)  A  combination  of  1  and  2  above. 

“Services  and  supplies  (including 

drugs  and  biologicals  which  cannot  be 
self-administered)  furnished  by  the 
HCPP  that  are  incident  to  a  physician’s 
professional  service”  means  services 
and  supplies  that  are: 

(1)  Generally  furnished  in  physicians’ 
offices  or  clinics; 

(2)  Furnished  either  without  charge  or 
included  in  the  HCPP’s  costs; 

(3)  Furnished  as  an  incidental,  but 
integral  part  of  a  physician’s 
professional  service; 

(4)  In  the  case  of  a  service  furnished 
by  a  non-physician,  the  service  must  be- 
furnished  under  the  direct,  personal 
supervision  of  a  physician,  i.e.,  a 
physician  is  present  in  the  HCPP  and 
immediately  available  to  provide 
assistance  or  direction;  and 

(5)  Furnished  by  a  member  of  the 
health  care  staff  who  is  an  employee  of 
the  HCPP  or  a  physician  or  group  of 
physicians  that  furnishes  services  under 
arrangements  with  the  HCPP. 

“Services  furnished  under 
arrangements  by  the  HCPP”  means 
covered  Part  B  services  which  the  HCPP 
furnishes  to  its  enrollees  under 
arrangements  with: 

(1)  A  group  of  physicians  organized  on 
a  group-practice  or  individual-practice 
basis;  or 

(2)  Physicians  and  other  Health  care 
personnel  who  are  not  employees  of  the 
HCPP. 

Under  the  terms  of  an  arrangement, 
the  receipt  of  Medicare  payment  by  the 
HCPP,  with  respect  to  services  for  which 


the  Medicare  enrollee  is  entitled  to  have 
payment  made  under  this  part, 
discharges  the  liability  of  the  enrollee, 
or  any  other  person  to  pay  for  the 
services. 

Subpart  B— Qualifying  Conditions 

§  418.21  Purpose  and  basic  requirement. 

(a)  The  purpose  of  these  qualifying 
conditions  is  to  assure  that  an 
organization  has  the  ability  to  provide  a 
specified  range  of  medical  services  on  a 
prepayment  basis  efficiently,  effectively 
and  economically  to  an  enrollee 
population.  Generally,  each  qualifying 
condition  is  explained  by  a  series  of 
standards.  By  applying  the  standards, 
HCFA  can  determine  the  extent  and 
degree  to  which  an  organization  is 
complying  with  each  condition 
indicated. 

(b)  To  qualify  or  continue  as  an  HCPP 
under  Medicare,  an  organization  or 
HCPP  must  be  in  compliance  with  all  of 
the  conditions  and  applicable  standards 
set  forth  in  §  §  418.23  through  418.33. 

Therefore,  when  the  term  “HCPP” 
appears  in  a  condition  or  standard,  it 
applies  as  well  to  "organizations”  not 
yet  participating  as  HCPPs,  unless  the 
context  indicates  otherwise. 

§418.23  Agreement  with  the 
administrator. 

(a)  General  requirement.  In  order  to 
participate  and  receive  payment  as  an 
HCPP  under  the  Medicare  program,  an 
organization  must  enter  into  written 
agreement  with  the  Administrator  as  an 
HCPP.  This  agreement  shall  include  a 
provision  that  the  HCPP  agrees  not  to 
charge  its  Medicare  enrollees  for 
covered  Part  B  services  amounts  that 
exceed  their  deductible  and 
coinsurance. 

(b)  Filing  of  agreement.  An  interested 
organization  must: 

(1)  Request  two  copies  of  an 
agreement  from  HCFA; 

(2)  Submit  any  information  on  its 
qualifications  requested  by  HCFA;  and 

(3)  Submit  both  copies  of  the 
agreement  signed  by  an  authorized 
representative  to  the  Administrator. 

(c)  Acceptance  of  agreement  by  the 
Administrator.  The  Administrator  will 
return  to  the  HCPP  one  copy  of  the 
agreement  with  a  notice  of  acceptance 
specifying  the  effective  date,  if  the 
Administrator: 

(1)  Determines  that  it  would  be 
consistent  with  efficient  and  effective 
program  administration  to  do  so; 

(2)  Determines,  on  the  basis  of 
evidence  relating  to  the  qualifications  of 
the  organization,  that  it  meets  the 
requirements  of  this  part  and  other 
applicable  HCFA  regulations.  The 
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evidence  may  include  that  obtained 
onsite,  if  an  onsite  evaluation  is  found 
necessary  by  the  Administrator  and 
agreed  to  by  the  organization.  N 

(d)  Content  and  terms  of  the 
agreement.  Under  the  agreement,  the 
HCPP  agrees  to  the  following: 

(1)  Maintaining  compliance  with 
conditions.  Agrees  to  maintain 
compliance  with  the  requirements  set 
forth  in  this  part  and  to  report  promptly 
to  HCFA  any  failure  to  do  so. 

(2)  Allowable  charges.  Agrees  not  to 
charge  the  Medicare  enrollee,  a 
beneficiary,  or  any  other  person  for 
items  and  services  for  which  such 
individual  is  entitled  to  have  payment 
made  under  the  provisions  of  this  part 
(or  for  which  the  individual  would  have 
been  entitled  if  the  HCPP  complied  with 
the  applicable  procedural  and  other 
requirements  set  forth  in  this  part) 
except  for  any  deductible  or  coinsurance 
amounts  for  which  the  individual  is 
liable. 

(3)  Required  refunds. 

(i)  The  HCPP  agrees  to  refund  as 
promptly  as  possible  any  money 
incorrectly  collected  as  charges, 
premiums,  or  otherwise,  from  such 
individuals  or  from  someone  on  their 
behalf. 

(ii)  “Money  incorrectly  collected" 
means  charges  collected  in  excess  of  the 
amount  for  which  the  individual  was 
liable  under  §  418.23(a)  and  §  418.23(d). 

It  includes  amounts  collected  at  a  time 
when  the  individual  was  believed  not  to 
be  entitled  to  Medicare  benefits  but: 

(A)  The  individual  is  later  determined 
to  have  been  entitled  to  Medicare 
benefits;  and 

(B)  The  individual  was  entitled  or 
enrolled  with  the  HCPP  during  the  term 
of  the  HCPP’s  agreement  with  the 
Administrator. 

(4)  Additional  provisions. 

(i)  The  HCPP  agrees  not  to  impose  any 
limitations  on  the  acceptance  of 
Medicare  enrollees  or  beneficiaries  for 
care  and  treatment  that  it  does  not 
impose  on  all  other  individuals. 

(ii)  The  agreement  may  contain  any 
additional  provisions  that  the 
Administrator  finds  necessary  or 
desirable  for  efficient  and  effective 
program  administration. 

(e)  Duration  of  agreement.  Except  for 
the  term  of  the  initial  agreement,  the 
agreement  shall  be  for  a  term  of  one 
year  and  may  be  renewed  annually  by 
mutual  consent.  The  term  of  the  initial 
agreement  shall  be  set  by  the 
Administrator. 

(f)  Appeal  rights.  If  the  Administrator 
refuses  to  enter  into  or  renew  an 
agreement,  the  organization  is  entitled 
to  an  administrative  hearing  conducted 
by  a  hearing  officer  designated  by  the 


Administrator,  if  it  files  a  written 
request  for  a  hearing  within  30  days  of 
the  date  of  the  Administrator’s  written 
notice  of  refusal.  The  parties  to  the 
hearing  shall  be  the  organization  and  a 
representative  of  the  Administrator.  The 
decision  of  the  hearing  officer  shall  be 
final  and  binding  upon  the  parties.  The 
hearing  officer  shall  conduct  the  hearing 
so  as  to  assure  due  process  to  the 
parties  and  shall  be  guided  by  the 
provisions  of  42  CFR  405.2081-^105.2087, 
405.2089-405.2090  relating  to  similar 
hearing  for  HMOs. 

§  418.24  Termination  or  nonrenewal  of 
agreements. 

(a)  Termination  or  nohrenewal  by 
HCPP. 

(1)  Notice  to  Administrator.  If  the 
HCPP  does  not  wish  to  renew  its 
agreement  at  the  end  of  the  term,  it  shall 
give  written  notice  thereof  to  the 
Administrator  at  least  90  days  before 
the  end  of  the  term  of  the  agreement.  If 
the  HCPP  wishes  to  terminate  its 
agreement  before  the  end  of  the  term,  it 
shall  file  with  the  Administrator  a 
written  notice  stating  the  intended 
effective  date  of  termination. 

(2)  Action  by  the  Administrator. 

(i)  The  Administrator  may  approve 
the  effective  termination  date  proposed 
by  the  HCPP,  or  set  a  different  date  no 
later  than  6  months  after  the  proposed 
effective  termination  date  in  the  HCPP’s 
notice. 

(ii)  The  Administrator  may  approve  a 
date  which  is  less  than  6  months  after 
the  HCPP’s  proposed  effective 
termination  date  if  he  determines  that 
termination  on  that  date  would  not: 

(A)  Unduly  disrupt  the  furnishing  of 
services  to  the  community  serviced  by 
the  HCPP;  or 

(B)  Otherwise  interfere  with  the 
efficient  administration  of  the  Medicare 
program. 

(3)  Cessation  of  business.  If  an  HCPP 
ceases  to  furnish  services  to  the 
community,  that  shall  be  deemed  to  be  a 
voluntary  termination  of  the  agreement 
by  the  HCPP  effective  on  the  last  day  of 
business. 

(b)  Termination  or  nonrenewal  by  the 
Administrator. 

(1)  Cause  for  termination  or 
nonrenewal.  The  Administrator  may 
terminate  or  not  renew  an  agreement  if 
he  determines  that  the  HCPP: 

(i)  No  longer  meets  the  requirements 
under  this  part;  or 

(ii)  Is  not  in  substantial  compliance 
with  the  provisions  of  the  agreement,  the 
requirements  of  this  part,  any  other 
applicable  HCFA  regulations,  or  any 
applicable  provisions  of  title  XVIII  of 
the  Act;  or 


(iii)  Has  undergone  a  change  of 
ownership. 

(2)  Notice  of  termination  or 
nonrenewal.  The  Administrator  will  give 
notice  of  termination  or  nonrenewal  to 
the  HCPP  at  least  90  days  before  the 
effective  date  stated  in  the  notice. 

(3)  Appeal  by  the  HCPP.  An  HCPP 
may  appeal  the  termination  or 
nonrenewal  of  its  agreement  in 
accordance  with  the  provisions  set  forth 
in  §  418.23(f).  The  appeal  does  not 
postpone  the  effective  date  of 
termination. 

(c)  Effect  of  termination  or 
nonrenewal.  Payment  will  not  be 
available  for  services  furnished  by  the 
HCPP  on  or  after  the  effective  date  of 
termination  or  nonrenewal. 

(d)  Notice  to  the  public.  Prompt  notice 
of  the  date  and  effect  of  termination  or 
nonrenewal  shall  be  given  to  the  public, 
through  publication  in  local  newspapers: 

(1)  By  the  HCPP,  if  it  has  initiated  the 
nonrenewal  or  termination,  and  as  to  a 
termination,  the  HCPP  shall  not  give 
notice  until  after  the  Administrator  has 
approved  or  set  a  termination  date; 

(2)  By  the  Administrator,  when  he  has 
initiated  termination  or  nonrenewal  of 
the  agreement. 

(e)  Conditions  for  reinstatement  after 
termination  or  nonrenewal  of  agreement 
by  the  Administrator.  When  an 
agreement  with  an  HCPP  is  terminated 
or  is  not  renewed  by  the  Administrator, 
the  HCPP  may  not  file  another 
agreement  to  furnish  services  under  the 
Medicare  program  unless  the 
Administrator: 

(1)  Finds  that  the  cause  for  the 
termination  or  nonrenewal  of  the  prior 
agreement  has  been  removed;  and 

(2)  Is  assured  that  the  cause  for  the 
termination  or  nonrenewal  will  not 
recur. 

§  418.25  Operating  experience. 

Condition.  The  HCPP  must  have  been 
providing,  and  as  an  HCPP  continue  to 
provide,  the  range  of  covered  Part  B 
services  specified  in  §  418.27  to  a 
sufficient  number  of  individuals, 
enrolled  on  a  prepayment  basis,  to 
assure  HCFA  that  there  is  a  reasonable 
basis  for  determining  a  rate  of 
reimbursement  in  accordance  with  this 
subpart. 

§418.27  Range  of  services. 

Condition.  The  HCPP  must  at  a 
minimum  furnish  to  its  Medicare 
enrollees,  directly  or  under 
arrangements  with  others,  the  following 
medical  and  other  health  services: 

(1)  Physicians’  services;  and 

(2)  Diagnostic  X-ray  tests,  laboratory, 
and  other  diagnostic  tests. 
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§  418.29  Provision  of  services. 

(a)  Condition.  The  HCPP  must  provide 
covered  Part  B  services  to  its  Medicare 
enrollees  through  institutions,  entities, 
and  persons  that  have  qualified  under 
the  applicable  requirements  of  title 
XVIII  of  the  Social  Security  Act  (see 
paragraph  (b)  of  this  section),  and 
applicable  State  or  local  regulatory 
authorities. 

(b)  Standard:  Conformance  with 
Medicare  conditions  of  participation 
and  conditions  for  coverage. 

(1)  A  provider  of  services  that 
furnishes  items  or  services  to  the 
HCPP’s  Medicare  enrollees  must  have 
qualified  under  the  applicable 
conditions  of  participation  specified  in 
Subparts  J,  K,  L,  and  Q  of  part  405  of  this 
subchapter. 

(2)  Independent  laboratories,  portable 
x-ray  suppliers,  or  end-stage  renal 
disease  facilities  that  provide  services  to 
the  HCPP  must  have  qualified  under  the 
applicable  conditions  for  coverage 
specified  in  Subparts  M,  N  and  U  of  part 
405  of  this  subchapter. 

(c)  Standard:  Organization  of 
physician  services. 

(1)  Except  for  physicians’  services  that 
are  unusual  or  infrequently  used,  the 
physicians'  services  furnished  by  an 
HCPP  to  its  Medicare  enrollees  must  be 
furnished  through: 

(i)  Its  employees  of  the  HCPP; 

(ii)  A  medical  group  (subject  to 
provisions  of  paragraph  (d)  of  this 
section); 

(iii)  An  individual  practice  association 
(subject  to  the  provisions  of  paragraph 
(e)  of  this  section); 

(iv)  Physicians  who  have  contracted 
with  the  HCPP  for  the  provision  of  their 
services  (subject  to  the  provisions  of 
paragraph  (c)(2)  of  this  section); 

(v)  Any  combination  of  staff,  medical 
group,  individual  practice  association,  or 
physicians  specified  under  paragraph  i 

(c) (l)(i)  through  (iv)  of  this  section  who 
have  contracts  with  the  HCPP;  or 

(vi)  An  entity  that,  during  the 
organization's  first  3  years  as  an  HCPP 
in  the  Medicare  program,  would  be  a 
medical  group  but  for  the  requirements 
for  professional  activity  in  paragraph 

(d) (3)  of  this  section.  After  this  3-year 
period,  these  services  may  be  provided 
by  the  entity  only  if  HCFA  determines 
that  the  principal  professional  activity  of 
the  entity's  members  (over  50  percent 
individually)  is  the  coordinated  practice 
of  their  profession,  and: 

(A)  At  least  20  percent  of  the 
physicians  in  the  HCPP's  service  area 
are  members  of  the  entity; 

(B)  The  HCPP  has  an  insufficient 
number  of  enrollees  to  require  the  use  of 
35  percent  of  the  entity’s  services;  or 


(C)  The  entity  serves  two  or  more 
HCPPs  or  HMOs  that,  in  the  aggregate, 
use  at  least  35  percent  of  the  entity’s 
services. 

(2)  After  the  organization's  first  3 
years  as  an  HCPP  in  the  Medcicare 
program,  HCFA  will  not  make 
reimbursement  for  costs  incurred  under 
contracts  with  physicians  under 
paragraph  (c)(l)(iv)  of  this  section,  if  the 
amount  projected  to  be  paid  under  these 
contracts  in  a  reporting  period  exceed: 

(i)  15  percent,  or 

(ii)  30  percent,  if  the  HCPP  serves 
principally  a  rural  area, 

of  the  total  amount  projected  to  be  paid 
by  the  HCPP  to  all  physicians  for  the 
furnishing  of  physicians’  service. 

A  waiver  of  this  requirement  may  be 
granted  by  HCFA  for  good  cause  shown. 

(d)  Standard:  Requirements  for  a 
medical  group.  A  medical  group  that 
furnishes  services  to  an  HCPP  must 
meet  the  following  requirements: 

(1)  It  must  have  a  written  services 
agreement  with  the  HCPP  to  furnish 
services  to  the  HCPP’s  enrolbes; 

(2)  It  must  be  composed  of  health 
professionals,  a  majority  of  whom  are 
licensed  to  practice  medicine  or 
osteopathy,  and  of  other  health 
professionals  (including  dentists, 
optometrists,  and  podiatrists)  that  are 
considered  necessary  for  the  provision 
of  health  services  for  which  the  group  is 
responsible;  and 

(3)  Each  of  its  members  devotes  at 
least  50  percent  of  his  time  to  the 
practice  of  his  profession,  and  the  group 
devotes  at  least  35  percent  of  its  total 
professional  activity  to  the  delivery  of 
health  services  to  enrollees  of  an  HCPP 
or  HMO; 

(4)  Its  members  must  pool  their 
income  from  practice  as  members  of  the 
group  and  distribute  it  among 
themselves  according  to  a  prearranged 
salary  or  drawing  account  or  other 
similar  plan  unrelated  to  the  provision 
of  specific  health  services; 

(5)  Its  members  must  share  health  and 
medical  records  and  substantial 
portions  of  major  equipment  and  the 
services  of  professional,  technical,  and 
administrative  staff; 

(6)  Its  members  must  share  the 
services  of  such  additional  other  health 
care  professionals  (e.g.,  paramedical, 
ancillary,  and  other  non-physician 
personnel  directly  involved  in  the 
provision  of  health  care)  as  are 
available  and  appropriate  for  the 
effective  and  efficient  delivery  of  the 
services  of  the  group;  and 

(7)  it  must  have  an  arrangement 
whereby  an  enrollee’s  enrollment  status 
is  not  known  to  the  health  professional 


who  furnishes  health  services  to  the 
enrollee. 

(e)  Standard:  Requirements  for  an 
individual  practice  association.  An 
individual  practice  association  that 
furnishes  services  to  an  HCPP  must 
meet  the  following  requirements: 

(1)  It  must  have  a  written  services 
agreement  with  the  HCPP  to  furnish 
services  to  the  HCPP’s  enrollees;  and 

(2)  It  must  deliver  or  arrange  for  the 
delivery  of  health  services  and  have  a 
written  service  agreement  or  agreements 
with  health  professionals,  a  majority  of 
whom  are  licensed  to  practice  medicine 
or  osteopathy.  The  written  service 
agreement  must  provide: 

(i)  That  the  health  professionals  will 
furnish  their  services  in  accordance  with 
a  compensation  agreement  established 
by  the  association;  and 

(ii)  To  the  extent  feasible,  for  the 
sharing  by  these  health  professionals  of 
health,  medical  and  other  records,  major 
equipment,  and  the  services  of 
professional,  technical,  and 
administrative  staff. 

(f)  Standard:  Physician  Direction.  The 
HCPP’s  health  delivery  system  must 
assure  that  a  physician  provides 
medical  direction  of  its  health  care 
activities,  and  consultation  for  and 
medical  supervision  of  the  health  care 
professionals  who  are  directly  involved 
in  the  furnishing  of  health  care.  The 
HCPP  must  demonstrate  that: 

(1)  A  physician  provides  medical 
direction  for  the  HCPP’s  health  care 
activities  and  consultation  for,  and 
medical  supervision  of  the  health  care 
staff; 

(2)  If  a  physician  is  not  present  during 
the  times  the  clinic  or  office  is  open  to 
furnish  medical  services,  a  physician  is 
available  through  direct 
telecommunication  for  consultation,  and 
for  advice  and  assistance  with  medical 
emergencies;  and 

(3)  Each  patient  is  under  the  care  of 
an  HCPP  physician  or  a  physician  who 
furnishes  services  under  an  arrangement 
with  the  HCPP. 

(g)  Standard:  Effective  arrangements. 
If  covered  Part  B  services  are  furnished 
by  an  HCPP  to  its  enrollees  under 
arrangements  with  physicians  who  are 
not  employees  of  the  HCPP,  or  suppliers 
of  services  that  are  not  owned,  operated 
or  controlled  by  the  HCPP,  these 
arrangements  must  be  an  efficient, 
effective,  and  economical  means  of 
furnishing  services. 

(h)  Standard:  Conformance  with  State 
and  local  requirements.  An  HCPP  and 
its  officers  must  meet  all  requirements 
that  are  imposed  by  State  and  local 
regulatory  or  licensing  authority. 


Federal  Register  /  Vol.  45,  No.  213  /  Friday,  October  31,  1980  /  Proposed  Rules 


72545 


§  4 1 8.3 1  Access  to  services. 

(a)  Condition:  An  HCPP  must  assure 
that  its  services  are  accessible  to  its 
enrollees  and  there  is  continuity  of  care. 

(b)  Standard:  Availability  and 
accessibility  of  services.  An  HCPP  must 
assure  that  covered  Part  B  services,  as 
well  as  other  services  its  enrollees' are 
entitled  to  receive,  are  available 
promptly  and  accessible  within 
generally  accepted  community  norms 
and  in  sufficient  quantity  for  effective 
care. 

(c)  Standard:  Continuity  of  care.  An 
HCPP  must  furnish  health  care  in  a 
manner  that  assures  continuity  of  care, 
including,  but  not  limited  to: 

(1)  Provision  for  a  health  care 
professional  who  is  primarily 
responsible  for  coordinating  each 
enrollee’s  overall  health  care;  and 

(2)  Development  of  a  health  and 
medical  record-keeping  system  through 
which  all  pertinent  information  relating 
to  the  health  care  of  the  enrollee  is 
accumulated  and  is  readily  available  to 
appropriate  professionals. 

(3)  Maintaining  communications  with 
health  resources  to  which  it  has  referred 
enrollees  to  assure  that  it  is  kept 
informed  about  the  services  provided  to 
them. 

§  418.33  Organization  and  operation. 

(a)  Condition.  The  HCPP  must  have  a 
fiscally  sound  operation  and  must  meet 
the  standards  specified  in  this  section. 

(b)  Standard:  Solvency.  The  HCPP 
must  have  a  fiscally  sound  operation 
that  demonstrates: 

(1)  A  positive  cash  flow,  including 
provisions  for  retirement  of  existing  and 
proposed  indebtedness; 

(2)  The  ability  to  establish  reserves,  in 
compliance  with  applicable  State  laws 
pertaining  to  the  fiscal  responsibility  of 
those  reserves; 

(3)  Adequate  provision  has  been  made 
against  the  risk  of  insolvency  that 
allows  for; 

(i)  Continuation  of  benefits  for  the 
duration  of  the  contract  period  for  which 
payment  has  been  made;  and 
x  (ii)  Continuation  of  benefits  to 

enrollees  who  are  confined  on  the  de.te 
of  insolvency  in  an  inpatient  facility, 
until  their  discharge;  and 

(4)  That  the  organization  has  obtained 
and  maintains  in  force  a  fidelity  bond  or 
bonds  covering  every  officer  and 
employee  entrusted  with  the  handling  of 
its  funds.  The  amount  of  the  bond  may 
be  fixed  by  the  organization’s  board  of 
directors  or  other  policy-making  body, 
but  the  amount  may  not  be  iess  than 
$100,000. 

(c)  Standard:  Re-enrollment.  The 
HCPP  may  not  expel  or  refuse  to  re¬ 


enroll  any  Medicare  enrollee  because  of 
his  health  status  or  health  care  needs. 

(d)  Standard:  Grievances.  The  HCPP 
must  have  a  grievance  system  that 
provides  fair  and  equitable  procedures 
for  hearing  and  resolving  grievances 
between  the  HCPP  (including  the  staff  of 
the  HCPP,  a  medical  group  or  an 
individual  practice  association]  and  its 
enrollees  that,  at  a  minimum: 

(1)  Facilitates  the  submission  of 
grievances,  including  procedures  for 
transmitting  them  in  a  timely  manner  to 
appropriate  decision-making  levels 
within  the  HCPP  that  have  authority  to 
take  corrective  action; 

(2)  Provides  for  a  full  investigation  of 
the  grievance  and  assures  that 
appropriate  action  is  taken  promptly  in 
every  case;  and 

(3)  Provides  for  timely  notification  to 
the  Medicare  enrollee  (or  his 
representative)  as  to  what  action  is 
being  taken. 

(e)  Standard:  Statistical  and  other 
information  systems. 

(1)  The  HCPP  must  have  effective 
procedures  to  develop,  compile,  and 
evaluate  statistics  and  other  information 
relating  to: 

(1)  The  cost  of  its  operations; 

(ii)  The  patterns  of  utilization  of  its 
services; 

(iii)  The  availability,  accessibility,  and 
quality  of  its  services; 

(iv)  To  the  extent  practical, 
developments  in  the  health  status  of  its 
enrollees;  and 

(v)  Other  matters  as  HCFA  may 
require. 

(2)  The  HCPP  must  report  the 
information  specified  in  paragraph  (e)(1) 
of  this  section,  at  the  time  and  in  the 
manner  specified  by  HCFA,  to  HCFA,  its 
enrollees,  and  the  general  public. 

(f)  Standard:  Confidentiality.  The 
HCPP  must  establish  adequate 
procedures  to  insure  the  confidentiality 
of  its  enrollees’  health  and  medical 
records  and  of  the  physician-patient 
relationship  but  shall  not  rely  on  such 
procedures  to  deny  HCFA  information 
needed  to  make  proper  reimbursement 
or  otherwise  for  the  efficient  and 
effective  administration  of  its  program 
responsibilities. 

Subpart  C— Reimbursement 

§  418.41  General  principles. 

(a)  Reimbursement  on  a  reasonable 
cos  t  basis. 

(1)  HCFA  will  pay  an  HCPP  on  the 
basis  of  the  reasonable  cost  the  HCPP 
incurs  in  furnishing  covered  Part  B 
services  to  its  Medicare  enrollees,  after 
taking  into  consideration  the  enrollees' 
deductibles,  coinsurance  and  other 
applicable  limitations  under  Part  B. 


Reasonable  cost  is  defined  in  section 
1861(v)(l)(A)  of  the  Act  and  Subpart  D 
of  Part  405  of  this  subchapter.  The  costs 
incurred  by  the  HCPP  in  furnishing 
covered  Part  B  services  to  its  Medicare 
enrollees  are  reimbursable  if  proper  and 
necessary,  reasonable  in  amount,  and 
appropriately  apportioned  among  the 
HCPP’s  Medicare  enrollees,  other 
enrollees,  and  non-enrolled  patients.  In 
order  to  be  considered  reasonable, 
actual  costs  of  the  HCPP  may  not 
exceed  those  a  prudent  and  cost- 
conscious  buyer  would  incur  in 
furnishing  care. 

(b)  Covered  services  not  reimbursed 
under  this  subpart. 

(1)  Services  reimbursed  under  Part  A 
are  not  reimbursable  to  an  HCPP.  HCFA 
will  make  payment  for  these  services 
directly  to  the  hospital,  or  other  provider 
of  services,  on  a  reasonable  cost  basis 
through  the  provider’s  Medicare  fiscal 
intermediary  (for  more  details,  see 
subpart  D  of  Part  405  of  this  chapter). 

(2)  Covered  Part  B  services  furnished 
by  a  provider  of  services  to  an  HCPP’s 
Medicare  enrollees  are  not  payable  to 
the  HCPP.  HCFA  will  make  payment  for 
these  services  to  the  provider  on  behalf 
of  the  Medicare  enrollee  through  the 
provider’s  Medicare  fiscal  intermediary. 
This  requirement  does  not  affect 
Medicare  payment  to  the  HCPP  for 
physicians'  services  furnished  to  its 
Medicare  enrollees  for  which  the 
physicians  are  compensated  by  the 
HCPP. 

(3)  HCFA  will  make  payment  to  an 
HCPP  for  covered  Part  B  services 
furnished  by  the  HCPP  to  a  Medicare 
beneficiary  who  is  not  enrolled  in  the 
HCPP  if  the  beneficiary  assigns  his 
rights  to  payment  in  accordance  with 
§  405.1675  of  this  subchapter.  Payment 
will  be  made  on  a  reasonable  charge 
basis  through  the  HCPP’s  Medicare 
carrier. 

(c)  Interim  payments.  HCFA  will  pay 
an  HCPP  a  monthly  interim  per  capita 
rate  of  payment  in  accordance  with 

§  418.49  of  this  subpart.  The  interim 
payment  will  be  subject  to  retroactive 
adjustment  at  the  end  of  each  reporting 
period  as  specified  in  §  418.51. 

(d)  Deductions  from  reasonable  cost. 
In  determining  the  amount  due  an  HCPP 
for  Qovered  Part  B  services  furnished  its 
Medicare  enrollees,  HCFA  will  deduct 
from  the  reasonable  cost  actually 
incurred  by  the  HCPP  an  amount  equal 
to  the  actuarial  value  of  the  deductible 
and  coinsurance  amount  that  would 
otherwise  be  applicable  to  those 
services  if  the  Medicare  enrollees  who 
received  the  services  had  not  been 
enrolled  in  the  HCPP. 

(e)  Deductible  and  Coinsurance 
Payments.  The  requirements  for 
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deductible  and  coinsurance  shall  be 
satisfied  by  payment  to  the  HCPP  by  the 
Medicare  enrollee  or  by  someone  on  his 
behalf  of  equivalent  amounts  that  do  not 
exceed  the  actuarial  value  of  the 
deductible  and  coinsurance  for  which  its 
Medicare  enrollees  otherwise  would 
have  been  liable  had  they  not  enrolled 
in  the  HCPP.  The  payment  of  such 
amounts  may  be  made  as  a  premium, 
membership  fee,  charge  per  unit,  or 
similar  charge  (or  as  a  portion  thereof  if 
such  a  charge  represents  prepayment  for 
non-covered  services). 

§  418.43  Allowable  costs. 

(a)  General  principle.  Allowable  costs 
are  those  direct  and  indirect  costs 
incurred  by  an  HCPP  which  are  proper 
and  necessary  for  the  efficient  delivery 
of  covered  Part  B  services.  Allowable 
costs  include,  subject  to  the  conditions 
and  limitations  of  this  part,  those  costs 
related  to  furnishing  services  to 
enrollees,  as  well  as  costs  of  enrollment, 
marketing,  membership,  and  similar 
costs  that  are  proper  and  necessary  to 
the  HCPP’s  operations. 

(b)  Provider  cost  reimbursement 
principles  applicable  to  HCPP’s. 

The  allowability  of  an  HCPP’s  costs  in 
furnishing  covered  Part  B  services  to  its 
Medicare  enrollees  is  generally 
determined  according  to  the  principles 
of  Medicare  reimbursement  for  provider 
costs  (see  Subpart  D  of  Part  405  of  this 
chapter).  These  cost  principles  include 
(but  are  not  limited  to)  the  following: 

(1)  Depreciation.  An  appropriate 
allowance  for  depreciation  on  buildings 
and  equipment  is  an  allowable  cost,  in 
accordance  with  §  §  405.415,  405.417,  and 
405.418. 

(2)  Interest  expense.  Necessary  and 
proper  interest  on  both  current  and 
capital  indebtedness  is  an  allowable 
cost,  in  accordance  with  §  405.419. 

(3)  Bad  debts.  Bad  debts  are 
deductions  from  revenue  and  may  not 
be  included  in  allowable  costs  except  as 
follows: 

(i)  If  an  HCPP  has  made  a  reasonable 
effort  to  collect  them,  bad  debts 
attributable  to  deductible  and 
coinsurance  amounts  for  services 
furnished  under  this  part  for  which  a 
Medicare  enrollee  is  liable  in  a  reporting 
period  are  reimbursable  under  this  part, 
subject  to  the  conditions  in  §  405.420. 

(ii)  If  these  deductible  and 
coinsurance  amounts  are  paid,  in  full  or 
in  part,  by  a  Medicare  enrollee  or 
someone  on  his  behalf  through  a 
monthly  premium  or  other  periodic 
amount,  the  amount  of  allowable  bad 
debts  for  a  Medicare  enrollee  for  a 
reporting  period  is  limited  to  an  amount 
which  does  not  exceed  three  times  the 
monthly  rate  for  the  actuarial  value  of 


the  deductible  and  coinsurance 
amounts. 

(4)  Charity  and  courtesy  allowances. 
Charity  and  courtesy  allowances  are 
deductions  from  revenue.  They  may  not 
be  included  in  allowable  costs,  in 
accordance  with  §  405.420. 

(5)  Cost  of  educational  activities.  An 
appropriate  part  of  the  net  cost  of 
approved  educational  activities  engaged 
in  by  an  HCPP  is  an  allowable  cost,  in 
accordance  with  §  405.421. 

(6)  Research  costs.  Costs  incurred  for 
research  purposes,  over  and  above 
patient  care,  are  not  allowable  costs  in 
accordance  with  §  405.422. 

(7)  Grants,  gifts,  and  income  from 
endowments.  Grants,  gifts,  and  income 
from  endowments  are  treated  in 
accordance  with  §  405.423. 

(8)  Value  of  services  of  nonpaid 
workers.  The  value  of  services  of 
nonpaid  workers  of  an  HCPP  is  not  an 
allowable  cost,  except  as  provided  in 
§  405.424. 

(9)  Purchase  discounts  and 
allowances  and  refunds  of  expenses. 
Discounts  and  allowances  that  an  HCPP 
receives  on  purchases  of  goods  and 
services  and  refunds  of  previous 
expense  payments  must  be  deducted 
from  the  costs  to  which  they  relate,  in 
accordance  with  §  405.425. 

(10)  Compensation  of  owners.  A. 
reasonable  allowance  of  compensation 
for  services  of  owners  is  an  allowable 
cost,  if  the  services  are  actually 
performed  and  are  necessary  as 
specified  in  §  405.426. 

(11)  Cost  to  related  organizations. 

(i)  Except  as  provided  in  paragraph 
(b)(ll)(ii),  costs  applicable  to  services, 
facilities,  and  supplies  furnished  to  an 
HCPP  by  an  organization  related  to  the 
HCPP  by  common  ownership  or  control 
must  be  included  in  the  allowable  costs 
of  the  HCPP  at  the  cost  to  the  related 
organization,  in  accordance  with 

§  405.427.  These  costs  may  not  exceed 
the  price  of  comparable  services, 
facilities,  or  supplies  that  would  be  paid 
by  a  prudent  buyer  purchasing 
elsewhere. 

(ii)  For  purposes  of  this  part,  a 
medical  group,  or  other  facility  or 
supplier,  is  not  considered  a  related 
organization  solely  because  of  a  risk¬ 
sharing  or  incentive  agreement  with  an 
HCPP  for  reimbursement  or 
compensation  for  services  furnished  the 
HCPP’s  enrollees,  or  solely  because 
substantially  all  services  furnished  by 
the  medical  group  or  other  facility  or 
supplier  are  furnished  to  enrollees  of  the 
HCPP.  However,  if  one  of  the 
organizations  clearly  exercises 
significant  management  or  ownership 
influence  or  control  over  the  other,  or 
has  the  power  to  do  so,  the  HCPP  and 


the  organization  shall  be  considered  to 
be  related. 

(12)  Medicare  limitation  on 
reimbursement.  Section  405.455,  which 
limits  payments  to  the  lesser  of  the 
reasonable  cost  or  the  customary 
charges  for  covered  services,  does  not 
apply  with  respect  to  covered  Part  B 
services  furnished  by  an  HCPP  to  its 
Medicare  enrolleas. 

(c)  Enrollment  and  marketing  costs. 

(1)  Necessary  and  proper  enrollment 
and  marketing  costs  incurred  by  an 
HCPP  in  offering  covered  Part  B  services 
to  potential  enrollees  are  allowable  in 
accordance  with  this  part.  These  costs 
include  selling,  advertising,  promotional, 
and  other  marketing  costs  and  may  not 
exceed  an  amount  that  would  be 
incurred  under  prudent  and  cost- 
conscious  management. 

(2)  In  determining  whether  enrollment 
and  marketing  costs  are  reasonable  in 
amount,  HCFA  shall  take  into  account 
the  relatively  higher  costs  that  the  HCPP 
may  incur  in  initially  offering  its  plan  to 
Medicare  beneficiaries. 

(d)  Membership  costs. 

Membership  costs  that  are  incurred  in 

maintaining  and  servicing  contracts  for 
prepayment  enrollees  are  allowable 
costs.  These  costs  include,  but  are  not 
limited  to,  reasonable  costs  incurred  in 
connection  with  maintaining  statistical, 
financial,  and  other  data  on  enrollees. 

(e)  Cost  of  physicians’  services 
furnished  directly  by  an  HCPP. 

(1)  Principle.  The  cost  incurred  by  an 
HCPP  for  the  compensation  of 
physicians  furnishing  covered  Part  B 
services,  who  are  employees  or  partners 
of  the  HCPP,  or  who  are  members  of  a 
group  of  physicians  related  to  the  HCPP 
by  common  ownership  or  control  as 
determined  under  paragraph  (b)(ll)  of 
this  section,  is  an  allowable  cost  to  the 
extent  it  is  reasonable.  Reasonableness 
of  compensation  is  based  on 
compensation  paid  similar  physicians 
furnishing  similar  services  in  a 
comparable  setting.  The  portion  of 
compensation  cost  that  exceeds  what  is 
normally  incurred  for  similar  services  is 
not  an  allowable  cost. 

(2)  Application.  Compensation  for  the 
direct  patient  care  services  of 
physicians  (e.g.,  salaries,  wages, 
incentive  payments,  fringe  benefits,  etc.) 
shall  be  distinguished  from  payments  to 
physicians  for  administrative  services 
(e.g.,  expenses  attributable  to  facilities, 
equipment,  support  personnel,  supplies, 
etc.)  in  determining  whether 
compensation  is  allowable.  Physicians 
compensation  may  take  various  forms, 
but  it  is  intended  that  the  aggregate 
compensation  allowable  be  reasonable 
in  relation  to  the  services  personally 
furnished.  Reasonableness  of 
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compensation  is  determined  by 
comparison  with  compensation  paid  for 
comparable  services  and 
responsibilities. 

(f)  Cost  of  physicians'  services  or 
other  supplier  services  under 
arrangements. 

(1)  Subject  to  the  limitations  described 
in  paragraphs  (f)  (2),  (3)  and  (4)  of  this 
section,  the  amount  paid  by  an  HCPP  to 
a  physician  or  physician  group 
(organized  as  a  medical  group  or  as  an 
individual  practice  association)  or  other 
supplier  of  services  for  covered  Part  B 
services  furnished  under  arrangements 
is  an  allowable  cost  to  the  extent  it  is 
reasonable,  as  determined  in  paragraph 
(e)  of  this  section. 

(2)  The  amount  paid  by  an  HCPP  for 
covered  Part  B  services  furnished  under 
arrangements  on  a  fee-for-service  basis 
is  an  allowable  cost  to  the  extent  it  does 
not  exceed  the  reasonable  charges  for 
the  services  as  defined  in  subpart  E  of 
Part  405  of  this  subchapter. 

(3)  If  an  individual  practice 
association  has  written  agreements  with 
its  physicians  that  include  acceptance 
by  them  of  effective  incentives  (such  as 
risk-sharing  or  other  financial 
incentives)  designed  to  avoid 
unnecessary  or  costly  use  of  health 
services,  then  the  amount  paid  by  an 
HCPP  for  covered  Part  B  services 
furnished  under  arrangements  is  an 
allowable  cost  to  the  extent  it  is 
reasonable,  as  determined  under 
paragraph  (e)  of  this  section. 

(4)  If  an  individual  practice 
association  does  not  have  written 
agreements  with  its  physicians  as 
specified  in  paragraph  (f)(3)  of  this 
section,  the  amount  paid  by  an  HCPP  for 
covered  Part  B  services  furnished  under 
arrangements  is  an  allowable  cost  to  the 
extent  it  does  not  exceed  the  reasonable 
charges  for  the  services  as  defined  in 
subpart  E  of  Part  405  of  this  subchapter. 

(g)  Special  Medicare  program 
requirements. 

(1)  The  following  costs  that  are 
incurred  by  an  HCPP  solely  for  purposes 
of  the  Medicare  program  and  are  unique 
to  the  Medicare  program's  HCPP 
provisions  will  be  reimbursed  in  full  by 
Medicare: 

(1)  the  reasonable  cost  of  reporting 
individual  beneficiary  enrollment 
accretion  and  deletion  data;  and 

(ii)  the  reasonable  cost  of  special  data 
required  from  an  HCPP  by  the  Medicare 
program  solely  for  program  evaluation 
and  planning  purposes. 

(2)  These  costs  must  be  separately 
budgeted  and  approved  in  advance  of 
the  reporting  period. 

(3)  The  costs  of  acquiring  and 
maintaining  data  which  the  HCPP  is 
required  to  maintain  and  furnish  HCFA 


under  any  other  provision  of  this  part 
will  be  apportioned  in  accordance  with 
§  418.45.  These  costs  include  the  normal 
administrative  costs  incurred  by  the 
HCPP  in  obtaining  reimbursement  from 
the  Medicare  program,  including  the 
cost  of  maintaining  and  reporting 
statistical,  accounting,  and  actuarial 
data  to  determine  the  amount  of 
reimbursement  due  and  the  cost  of 
preparing  cost  reports. 

§  418.45  Cost  apportionment. 

(a)  General  policy.  Total  allowable 
direct  and  indirect  costs  of  an  HCPP 
shall  be  apportioned  among  Medicare 
enrollees  of  the  HCPP,  other  enrollees, 
and  any  non-enrolled  patients  of  the 
HCPP,  as  specified  in  this  section  and 
using  methods  approved  by  HCFA.  (See 
§  418.43(g)  for  the  reimbursement  of 
costs  incurred  in  meeting  special 
Medicare  program  requirements.)  The 
two  basic  objectives  of  this 
apportionment  are  that,  to  the  extent 
reasonably  possible: 

(1)  Non-Medicare  enrollees  or  non- 
enrolled  patients  of  the  HCPP  will  not 
bear  the  costs  of  delivering  care  to 
Medicare  enrollees  of  the  HCPP;  and 

(2)  The  Medicare  program  will  not 
bear  the  costs  of  delivering  care  to  non- 
Medicare  enrollees  or  non-enrolled 
patients  of  the  HCPP. 

(b)  Apportionment  of  covered  Part  B 
services  furnished  directly  by  an  HCPP. 
The  total  allowable  direct  and  indirect 
costs  of  covered  Part  B  services 
furnished  directly  by  an  HCPP  shall  be 
apportioned  for  each  department  on  the 
basis  of  the  ratio  of  the  covered  Part  B 
services  furnished  to  Medicare  enrollees 
of  the  HCPP  to  total  services  furnished 
by  the  department  to  all  enrollees  of  the 
HCPP  and  other  patients.  (For  example, 
there  would  be  separate  apportionments 
for  such  departments  as  medical, 
laboratory  and  radiological  services.) 
The  sum  of  the  apportioned  costs  for 
each  department  furnishing  covered  Part 
B  services  is  the  total  share  of  the  costs 
the  Medicare  program  will  bear. 

(c)  Apportionment  of  covered  Part  B 
services  furnished  under  arrangements. 
The  share  of  the  cost  of  covered  Part  B 
services  furnished  under  arrangements 
by  an  HCPP  that  the  Medicare  program 
hears  shall  be  determined  as  follows, 
subject  to  the  conditions  and  limitations 
set  forth  in  paragraph  (g)  of  this  section: 

(1)  If  the  HCPP  pays  for  the  services 
on  a  basis  other  than  charges,  the 
•  amount  the  HCPP  pays,  to  the  extent  it 
is  reasonable,  shall  be  apportioned  for 
each  department  on  the  basis  of  a  ratio 
of  the  covered  Part  B  services  furnished 
to  the  HCPP’s  Medicare  enrollees  to 
total  services  furnished  to  all  the 


HCPP’s  enrollees  and  other  patients 
covered  by  the  payment. 

(2)  If  apportionment  on  the  basis 
specified  in  paragraph  (c)(1)  of  this 
section  results  in  the  Medicare  program 
bearing  the  costs  of  delivering  care  to 
individuals  who  ar  not  Medicare 
enrollees  of  the  HCPP  (i.e.,  because  of 
the  special  nature  of  the  terms  of  the 
HCPP’s  financial  agreement  with  a 
group  of  physicians),  the  share  that  the 
Medicare  program  bears  shall  be 
determined  on  some  other  appropriate 
basis  approved  by  HCFA. 

(3)  If  the  HCPP  pays  for  covered  Part 
B  services  on  a  charge  basis,  the  share 
that  the  Medicare  program  bears  shall 
be  the  charges  paid  by  the  HCPP  under 
the  terms  of  the  agreement  for  these 
services  if  these  charges  do  not  exceed 
the  reasonable  charges  for  the  services, 
as  defined  in  Subpart  E  of  Part  405  of 
this  chapter.  This  limitation  does  not 
apply  in  the  case  of  HCPP  payments  to  a 
physician  group  organized  on  an 
individual  practice  basis  that  meets  the 
requirements  specified  in  §418.43(f)(3). 

(d)  Apportionment  of  other  services 
for  which  an  HCPP  assumes  financial 
responsibility.  The  share  that  the 
Medicare  program  bears  for  the  cost  of 
covered  Part  B  services  payable  under 
this  part,  other  than  those  furnished 
directly  or  under  arrangements,  shall  be 
determined  in  accordance  with 
paragraph  (c)  of  this  section,  unless 
payment  of  a  greater  amount  is 
approved  by  HCFA.  For  example, 
payment  of  the  charges  of  a  physician  or 
other  Part  B  supplier  (rather  than  the 
reasonable  charge  for  the  service  as 
defined  in  Subpart  E  of  Part  405  of  this 
chapter)  may  be  justified  if: 

(1)  The  physician  or  other  Part  B 
supplier  furnishes  services  to  enrollees 
of  the  HCPP  on  an  infrequent  basis; 

(2)  These  charges  represent  an 
insignificant  amount  of  total 
reimbursement  to  the  HCPP  by  the 
Medicare  program;  and 

(3)  These  charges  do  not  exceed  the 
amounts  charged  by  the  physician  or 
other  Part  B  supplier  to  other  patients 
for  similar  services. 

(e)  Weighting  for  services  of 
physicians  and  other  health  care 
personnel  furnished  directly  or  under 
arrangements. 

(1)  General  policy. 

(i)  If  an  HCPP  meets  the  requirements 
set  forth  in  paragraph  (e)(2)  of  this 
section,  it  may  adjust  the  statistics  that 
are  used  to  compute  the  apportionment 
of  costs  for  the  direct  professional 
services  of  physicians  and  other  health 
care  personnel  (i.e.,  salaries,  wages, 
incentive  payments,  fringe  benefits,  etc.) 
to  reflect  differences  in  die  time  and 
complexity  required  to  furnish  covered 
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Part  B  services  to  the  HCPP’s  Medicare 
enrollees  as  opposed  to  other  patients. 
This  adjustment  will  be  referred  to  as 
“weighting”. 

(ii)  An  HCPP  may  not  weight  costs 
related  to  equipment,  medical  records, 
supplies,  and  other  costs  not  related  to 
the  direct  professional  services  of 
physicians  and  other  health  care 
personnel. 

(iii)  An  HCPP  may  use  only  one 
method  of  weighting  for  services. 

(2)  Conditions  for  weighting  of 
services.  An  HCPP  may  weight  services 
used  to  compute  the  apportionment  of 
costs  of  covered  Part  B  services 
furnished  directly  or  under 
arrangements  if: 

(i)  The  weighting  is  approved  in 
advance  by  HCFA; 

(ii)  The  weighting  is  based  on 
statistics  or  adequate  data  acceptable  to 
HCFA; 

(iii)  The  services  furnished  Medicare 
enrollees  of  the  HCPP,  other  enrollees, 
and  non-enrolled  patients  used  in 
apportionment  ratios  are  weighted  on 
the  same  basis  to  assure  an  equitable 
apportionment  of  costs; 

(iv)  The  weighting  is  applied  only  to 
services  furnished  to  HCPP  patients  in 
the  ambulatory  health  care  setting  (e.g., 
medical  center  or  clinic)  if  the  weighting 
system  is  based  on  a  methodology, 
which  relies  primarily  on  data  collected 
from  services  delivered  to  non- 
institutionalized  patients  exclusively; 

(v)  The  payment  limitations  set  forth 
in  §  418.43(f)(1)  are  applied;  and 

(vi)  Apportionment  is  on  the  basis  of 
services,  as  specified  in  paragraphs  (b) 
and  (c)(1)  of  this  section. 

(f)  Methods  of  apportionment  of 
administrative  and  general  costs  of  an 
HCPP 

(1)  An  HCPP’s  enrollment  and 
marketing  costs  (see  section  418.43(c)), 
membership  costs  (see  section 
418.43(d)),  and  other  administrative  and 
general  costs  shall  be  apportioned  on 
the  basis  of  a  ratio  of  the  Medicare 
enrollment  to  the  total  HCPP  enrollment 
if  these  costs: 

(1)  Benefit  the  total  enrolled 
population  of  the  HCPP;  and 

(ii)  Are  not  directly  associated  with 
providing  medicare  care. 

(2)  General  mangement  and  other 
administrative  and  general  costs  of  an 
HCPP  that  bear  a  significant 
relationship  to  services  furnished  by  the 
HCPP  shall  be  included  in  the  overall 
costs  of  the  HCPP.  These  costs  shall  be 
apportioned  on  the  basis  of  the 
percentage  of  the  HCPP’s  total  other 
costs  that  have  been  apportioned  to  the 
Medicare  program,  as  set  forth  in  this 
section. 

(g)  Other  methods  of  a  pportionment. 


(1)  An  HCPP  may  use  a  method  of 
apportionment  of  costs  other  than  the 
methods  specified  in  this  section  if: 

(1)  The  method  results  in  a  more 
accurate  and  equitable  apportionment  of 
allowable  costs; 

(ii)  The  method  is  justifiable  from  an 
administrative  and  cost  standpoint; 

(iii)  The  HCPP  submits  a  written 
request  to  HCFA  at  least  90  days  before 
the  start  of  the  reporting  period  for 
which  the  alternate  method  is  to  be 
used;  and 

(iv)  HCFA  approves  the  request. 

(2)  If  an  HCPP  obtains  HCFA’s 
approval  to  use  an  alternate  method  of 
apportionment  of  costs  under  paragraph 
(g)(1)  of  this  section,  it  may  not  revert  to 
another  method  without  first  obtaining 
HCFA’s  approval  as  specified  in 
paragraph  (g)(1)  of  this  section. 

(3)  For  an  initial  reporting  period,  an 
HCPP  that  does  not  have  the  capability 
to  collect  the  statistical  and  financial 
data  needed  to  apportion  allowable 
costs  as  required  by  this  section  may, 
after  first  obtaining  the  approval  of 
HCFA,  use  another  method  for  doing  so. 
However,  the  HCPP  must  present  a  plan 
that  satisfies  HCFA  that  it  will  have  this 
collection  capability  by  the  end  of  its 
second  reporting  period. 

§  418.47  Financial  records,  statistical  data, 
and  cost  finding. 

(a)  General  principle.  In  order  for 
HCFA  to  make  a  proper  determination 
of  reimbursable  costs  to  an  HCPP,  the 
HCPP  must  maintain  financial  and  other 
records,  in  the  form  and  detail  specified 
by  SCFA,  on  the  covered  Part  B  services 
it  furnishes,  either  directly  or  under 
arrangements,  to  its  Medicare  enrollees. 
These  records  must: 

(1)  Contain  accurate  and  sufficient 
detail  on  incurred  costs,  enrollment,  and 
statistical  data;  and 

(2)  Follow  standardized  definitions, 
accounting,  statistics,  and  reporting 
practices  that  are  widely  accepted  in  the 
health  care  industry,  except  where  the 
provisions  of  this  subpart  require  the 
use  of  specialized  methods.  • 

(b)  Accounting  standards.  An  HCPP 
must  provide  adequate  cost  and 
statistical  data,  based  on  its  financial 
and  statistical  records,  which  are 
capable  of  verification  by  qualified 
autitors.  The  cost  data  must  be  based  on 
an  approved  method  of  cost  finding  and 
on  an  accrual  basis  of  accounting.  Cost 
data  from  a  governmental  Institution 
that  operates  on  a  cash  basis  of 
accounting  will  be  acceptable;  however, 
appropriate  depreciation  on  capital 
assets  will  be  allowable  rather  than  the 
expenditure  for  the  capital  asset. 

(c)  Departmental  basis  for  reporting 
data.  An  HCPP  must  report  by 


departments  (i.e.,  medical  care, 
laboratory,  X-ray)  the  statistical  and 
financial  data  for  covered  Part  B 
services  it  furnishes  directly  unless  it 
receives  approval  from  DCFA  to  use  an 
alternate  method  as  provided  in 
paragraph  (d)  of  this  section.  It  must 
furnish  statistics  that  indicate  the 
frequency  and  type  of  service  provided, 
in  the  form  and  detail  prescribed  by 
HCFA.  Costs  allocable  to  more  than  one 
department,  such  as  medical  records, 
must  be  distributed  to  each  such 
department  in  proportion  to  the  benefits 
received  by  the  department.  Other 
general  and  administrative  costs  that 
bear  a  significant  relationship  to  the 
services  furnished  by  the  HCPP,  that 
cannot  be  assigned  to  a  specific 
department,  must  be  allocated  on  the 
basis  of  costs  already  distributed  or 
allocated  to  the  department. 

(d)  Other  methods  of  allocating  costs. 

(1)  An  HCPP  may  use  a  method  of 

allocating  costs  other  than  by 
department  if: 

(1)  The  method  results  in  a  more 
accurate  and  equitable  allocation  of 
allowable  costs; 

(ii)  The  method  is  justifiable  from  an 
administrative  and  cost  standpoint; 

(iii)  The  HCPP  submits  a  written 
request  to  HCFA  at  least  90  days  before 
the  start  of  the  reporting  period  for 
which  the  method  of  allocationg  costs  is 
to  be  used;  and 

(iv)  HCFA  approves  the  request. 

(2)  If  an  HCPP  obtains  HCFA’s 
approval  to  use  an  alternate  method  of 
allocating  costs  under  paragraph  (d)(1) 
of  this  section,  it  may  not  revert  to 
another  method  without  first  obtaining 
HCFA's  approval  as  specified  in 
paragraph  (d)(1)  of  this  section. 

(e)  Data  on  services  provided  through 
arrangements. 

If  covered  Part  B  services  are 
furnished  by  an  HCPP  under 
arrangements,  the  HCPP  must  furnish 
statistical,  financial,  and  other 
information  with  respect  to  those 
services  in  the  form  and  detail  specified 
by  HCFA. 

(f)  Administrative  cost  data. 

(1)  If  an  HCPP  uses  a  separate 

department  (or  organization)  to  perform 
administrative  services  that  benefit  the 
HCPP’s  administration  and  the  HCPP’s 
major  functional  components,  these 
costs  must  be  allocated  or  distributed  to 
each  component  in  reasonable 
proportion  to  the  benefits  received  by 
the  component. 

(i)  Examples  of  administrative 
services  are  centralized  purchasing, 
accounting,  data  processing,  etc. 

(ii)  Examples  of  major  functional 
components  are  a  medical  center  and 
other  activity  owned  by  the  HCPP. 
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(2)  Other  allocable  administrative 
service  costs  that  cannot  otherwise  be 
distributed  shall  be  allocated  on  the 
basis  of  costs  already  distributed  or 
allocated  to  the  component  (see 
§  418.45(f)(2). 

(g)  Audit  and  inspection  authority. 

An  HCPP  must  permit  the  Department  of 
Health,  Education,  and  Welfare  and  the 
Comptroller  General  to  audit  or  inspect 
any  books  and  records  of  the  HCPP  and 
of  any  related  organization  that  pertain 
to  the  determination  of  amounts  payable 
for  covered  Part  B  services  furnished  its 
Medicare  enrollees. 

§  418.49  Interim  per  capita  payments. 

(a)  Principle  of  payment.  Prior  to  the 
first  day  of  each  month  HCFA  shall  pay 
an  HCPP  an  interim  per  capita  rate  of 
payment  for  each  Medicare  enrollee  of 
the  HCPP,  for  whom  the  Medicare 
program  is  responsible  for  making  such 
a  payment  under  this  part. 

(b)  Determination  of  rate.  The  interim 
per  capita  rate  of  payment  is  equal  to  80 
percent  of  the  estimated  per  capita 
reasonable  cost  (after  subtracting  an 
amount  equal  to  the  actuarial  value  of 
the  HCPP's  Medicare  enrollees’ 
deductible)  of  providing  covered  Part  B 
services  to  the  HCPP’s  Medicare 
enrollees.  HCFA  will  determine  the 
interim  per  capita  rate  annually  on  the 
basis  of  the  HCPP’s  annual  operating 
and  enrollment  forecast  (see  paragraph 

(c)  of  this  section).  This  rate  may  be 
revised  during  the  reporting  period  as 
explained  in  paragraph  (e)  of  this 
section. 

(c)  Budget  and  enrollment  forecast. 

(1)  An  HCPP  must  submit  to  HCFA  an 
annual  operating  budget  and  enrollment 
forecast,  in  the  form  and  detail  specified 
by  HCFA,  at  least  30  days  before  the 
beginning  of  each  reporting  period.  A 
reporting  period  shall  be  12  consecutive 
months,  except  that  the  HCPP’s  initial 
reporting  period  for  participating  in 
Medicare  may  be  as  short  as  6  months 
or  as  long  as  18  months. 

(2)  The  budget  and  enrollment 
forecast  must  be  based  upon 
information  and  statistical  data  that  can 
be  verified  by  HCFA.  This  information 
and  data  includes,  but  is  not  limited  to, 
all  ledgers,  books,  records,  and  original 
evidence  of  costs  and  statistical  data 
that  pertain  to  the  determination  of 
reasonable  cost. 

(3)  If  an  HCPP  does  not  submit  the 
budget  and  enrollment  forecast  on  a 
timely  basis,  HCFA  may: 

(i)  Establish  an  interim  per  capita  rate 
of  payment  on  the  basis  of  the  best 
available  data  that  HCFA  is  reasonably 
certain  will  not  result  in  an  overpayment 
being  made:  or 


l(ii)  If  there  is  not  sufficient  data  on 
which  to  establish  an  interim  per  capita 
rate  of  payment,  advise  the  HCPP  that 
interim  payments  will  not  be  made  until 
the  required  reports  are  submitted. 

(d)  Interim  cost  and  enrollment  report. 
An  HCPP  must  submit  to  HCFA  an 
interim  cost  report  and  enrollment  data 
applicable  to  the  first  6-month  period  of 
the  HCPP's  reporting  period  in  the  form 
and  detail  specified  by  HCFA.  The 
interim  cost  report  shall  be  submitted 
not  later  than  45  days  after  the  close  of 
the  first  6-month  period  of  the  HCPP’s 
reporting  period. 

(e)  Adjustments  of  rate.  HCFA  may 
adjust  the  interim  per  capita  rate,  to  the 
extent  necessary',  in  order  to  maintain 
the  interinyjayments  at  the  level  of 
estimated  current  reasonable  costs. 
HCFA  shall  make  these  adjustments  on 
the  basis  of  adequate  data  supplied  by 
the  HCPP  in  its  interim  estimated  cost 
and  enrollment  report  or  on  such  other 
evidence  that  HCFA  may  have  that  the 
rate  based  on  actual  costs  differs  from 
the  current  rate.  Typical  examples 
where  adjustments  may  be  necessary 
are: 

(1)  A  change  in  the  number  of 
Medicare  enrollees  in  the  HCPP  that 
affects  its  per  capita  cost  rate; 

(2)  A  significant  change  in  the  costs 
estimated  when  the  annual  operating 
budget  was  prepared:  or 

(3)  A  significant  change  in  the  use  of 
covered  Part  B  services  by  the  HCPP's 
Medicare  enrollees. 

(f)  Adjustments  of  interim  payments. 

(1)  If  an  HCPP  does  not  furnish  the 
reports  and  data  required  under  this 
part  on  a  timely  basis  in  order  for  HCFA 
to  determine  proper  interim  payments, 
HCFA  may,  in  order  to  assure  that  an 
overpayment  will  not  be  made,  offset 
the  interim  payments.  Interim  payment 
shall  remain  offset  until  the  HCPP 
submits  the  required  reports  and  data 
and  HCFA  can  make  a  reasonable 
estimate  of  per  capita  costs. 

(2)  HCFA  may  make  lump-sum 
payments  from  time  to  time  during  a 
reporting  period  to  adjust  the  total 
amounts  paid  during  the  reporting 
period  to  the  level  of  incurred  costs. 

(3)  If  HCFA  determines  that  an 
overpayment  has  been  made  to  the 
HCPP,  HCFA  may  offset  the 
overpayment  against  all  or  part  of  the 
interim  payments  until  the  overpayment 
has  been  recovered. 

§  418.51  Final  settlement. 

(a)  General  requirement.  HCFA  and 
an  HCPP  must  make  a  final  settlement, 
and  payment  of  amounts  due  either  to 
the  HCPP  or  to  HCFA.  following  the 
submission  and  review  of  the  HCPP’s 
annual  cost  report  and  the  supporting 


documents  specified  in  paragraph  (b)  of 
this  section. 

(b)  Annual  cost  report  as  basis  for 
final  settlement. 

(1)  Form  and  due  dale.  An  HCPP  must 
submit  to  HCFA  a  cost  report  and 
supporting  documents  in  the  form  and 
detail  specified  by  HCFA.  no  later  than 
90  days  following  the  close  of  a 
reporting  period. 

(2)  Contents.  The  report  must  include: 

(i)  The  HCPP’s  per  capita  incurred 
costs  of  providing  covered  Part  B 
services  to  its  Medicare  enrollees  during 
the  reporting  period,  including  any  costs 
incurred  by  another  organization  related 
to  the  HCPP  by  common  ownership  or 
control: 

(ii)  The  HCPP's  methods  of 
apportioning  costs  among  its  Medicare 
enrollees,  enrollees  who  are  not 
Medicare  beneficiaries,  and  other  non- 
enrollees,  including  Medicare 
beneficiaries  receiving  health  care 
services  on  a  fee-for-service  or  other 
basis:  and 

(iii)  Information  on  enrollment  and 
other  data  as  specified  by  HCFA. 

(3)  Extension  of  time  to  submit  cost 
report.  HCFA  may  grant  an  HCPP  an 
extension  of  time  to  submit  a  cost  report 
for  good  cause  shown. 

(4)  Failure  to  report  required  financial 
information.  If  an  HCPP  does  not  submit 
the  required  cost  report  and  supporting 
documents  within  the  time  specified  in 
paragraph  (b)(1)  of  this  section,  and  has 
not  requested  and  received  an  extension 
of  time  for  good  cause  shown,  HCFA 
may: 

(i)  regard  the  failure  to  report  this 
information  as  evidence  of  likely 
overpayment  and  reduce  or  suspend 
interim  payments  to  the  HCPP;  and 

(ii)  Determine  that  amounts  previously 
paid  are  overpayments,  and  make 
appropriate  recovery. 

(c)  Determination  of  final  settlement. 
Following  the  HCPP's  submission  of  the 
reports  specified  in  paragraph  (b)  of  this 
section  in  acceptable  form,  HCFA  will 
make  a  determination  of  the  total 
reimbursement  due  the  HCPP  for  the 
reporting  period  and  the  difference,  if 
any,  between  this  amount  and  the  total 
interim  payments  made  to  the  HCPP. 
HCFA  will  send  to  the  HCPP  a  notice  of 
the  amount  of  reimbursement  by  the 
Medicare  program.  This  notice  will: 

(1)  Explain  HCFA's  determination  of 
total  reimbursement  due  the  HCPP  for 
the  reporting  period:  and 

(2)  Inform  the  HCPP  of  its  right  to 
have  the  determination  reviewed  at  a 
hearing  as  provided  in  Part  405,  Subpart 
R  of  this  subchapter. 

(d)  Payment  of  amounts  due. 

(1)  Within  30  days  of  HCFA's 

determination.  HCFA  or  the  HCPP,  as 
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appropriate,  will  make  payment  of  any 
difference  between  the  total  amount  due 
and  the  total  interim  payments  made  to 
the  HCPP  by  HCFA. 

(2)  If  the  HCPP  does  not  pay  HCFA 
within  30  days  of  HCFA’s  determination 
of  any  amounts  the  HCPP  owes  HCFA, 
HCFA  may  offset  further  payments  to 
the  HCPP  to  recover,  or  to  aid  in  the 
recovery  of,  any  overpayment  identified 
in  its  determination. 

(3)  Any  offset  of  payments  HCFA 
makes  under  paragraph  (d)(2)  of  this 
section  shall  remain  in  effect  even  if  the 
HCPP  has  requested  a  hearing  on  the 
determination  under  the  provisions  of 
Part  405,  Subpart  R. 

(e)  Tentative  settlement. 

(1)  If  a  final  settlement  cannot  be 
made  within  90  days  after  the  HCPP 
submits  the  report  specified  in 
paragraph  (b)  of  this  section,  HCFA  will 
make  an  interim  settlement  by 
estimating  the  amount  payable  to  the 
HCPP. 

(2)  HCFA  or  the  HCPP  will  make 
payment  within  30  days  of  HCFA’s 
determination  under  the  tentative 
settlement  of  any  estimated  amounts 
due. 

(3)  The  tentative  settlement  is  subject 
to  adjustment  at  the  time  of  a  final 
settlement 

(Secs.  1102, 1833  (a)(1)(A)  and  (e),  1861(v), 
and  1871  of  the  Socail  Security  Act  (42  U.S.C. 
1302, 1395  (a)(1)(A)  and  (e),  1395x(v)  and 
1395hh) 

(Catalog  of  Federal  Domestic  Assistance 
Programs  No.  13.774 — Medicare — 
Supplementary  Medical  Insurance) 

Dated:  October  13, 1980. 

Howard  Newman, 

Administrator,  Health  Care  Financing 
A  d ministration . 

Approved:  October  14, 1980. 

Patricia  Roberts  Harris. 

Secretary. 
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